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the Austrian treaty negotiations to obtain the concurrence
of the British Foreign Office in the plan for the formation
of an Austrian gendarmerie regiment now. The Department
states that the British oppose the plan for the present cn

. the ground that such action would affect the treaty negotia -
tions. The Department concludes that because the US and
France feel that delaying the pian untii after 1 September
would adversely affect western security interests, they .
are prepared to launch the program in their zones about

15 July, regardless of Eritish participation.

FAR EAST

CHINA: Stuart receives veiled invitation from 3 ' S
US Ambassador Stuart reports that he bas received a veiled
invitation from Communist leaders Mao Tse-tung and Chou
En-lai to talk with them while ostensibly visiting Yenching.
Stuart received the impression that whatever the motives of
the two leaders may be, they are very eager for him to make
the irip. Stuart points out that through such a meeting he

- could gain authoritative information regarding Communist
intentions; make a step toward a better mutval understanding,
possibly strengthening thereby the more liberal anti-Soviet
element of the Communist Party; and describe US policy to
Communist leaders. On the other hand, he points out that
such action would: (a) constitute a second step toward recog-
nition of the Communist regime; (b) possibly embarrass the
Department of State both in China and the US; and {(¢) cause
other western nations to feel the US has broken the diplomatic
front concerning China.
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1. Us views concernmg British dona.r crisxs--'me Department
that a US UK “tu.ll dress meeting” to explore the implications

2 JuL1948
1029

1

S/Ts'

of the dollar crisis is being planned for 1 August in Washington.

The Department indicates that in his discussions with British

officials in London Secretary Snyder will present the following

US views: (2) general adjustmont of European eurrency ex-

change rates, including the British, appears essentinl in order

to raise European dollar earnings 2nd put Eurcpean products
back on a competitive basis in Rnrd~currency markets; (b)
though the US recognizes Britain’s necessity to reduce the
importation of dollar goods drastically on a short-term basis,
such British discrimination against dollar imports will in the
long run perpetuate the ‘“‘uneconomic trade pattern’’; and (c).

the US cannot realistically object under present circumstances

to any reasonable British measures designed to curtail dollar
imports but must, however, regard the resulting deviations
from the 1946 US -UK financial agreement as emergency
measures,

\
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FAR EAST
1. CHINA: Stuart not to visit Peiping--The Department of State S/S -
has instructed US Ambassador Stuart that he is not under any : o

circumstiances to accept the veiled invitation received on 29
June from Communist leaders Mao Tse-ng and Chou En-lai
to confer with them at Peiping. The Department indicates

that the principal reasons for this negative decision are that
‘Stuart’s acceptance would: ‘(2) constitute a second step toward
recogaition of the Communist regime; (b) possibly embarrass
the Department of State both in China and the US; and (c) cause
other western nations to feel the US has broken the diplomatic

front concerning China.
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GENERAL

1. Israel femrtedly considering pacts with Arabs--US Am- 3/ 3
“bassador McDonald in Tel Aviv has been told by “‘a re- sJts

liable private American’’ that Isracli President Weizmann
is calling a2 conference of top Israeli officials to urge that
Israel offer ‘“‘qualified non-aggression pacts’’ to the Arab
states. The Department of State ks informed McDonald
that it would be pleased to see the Arab states and Israel
enter freely into non-aggression pacis, but that the Depart-
ment cannot give the matter full consideration without
clarification of such details as what is meant by the word
“qualified”’ and whether Welzmann envisages the pacts as
forming part of an over-all peace settlement. The Department
expresses the opinion fint the Arab states would bardly be
inclined to take favorabie action on such 2 proposal unless it
- were conaected with an over -all settlement.
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British Cabinet possibly split over economic situation--US
Embassy London expresses the view that the failure of
Chancellor Cripps to enunciate a definitive policy concerning
the British economic situation during his 6 July statement to
Pariiament may refiect disagreement within the Cabinet over
what measures to take. The Embassy comments that it is
not in keeping with the Cripps tradition to delay formuiation
of a comprehensive program for coping with an economic
emergency. The Embassy believes that Cripps’ emphasis
upon the necessity for seeking some long-term solution to
the dollar problem was motivated by a desire to thrash out
fundamental problems with the US and Canada. The Embassy
also interprets this emphasis as an indicaticn of the great
importance the British Government places upon the forth+ -
coming comprehensive talks with the US.

presentative Reber in London kas been . informed that
Foreign Secretary Bevin has agreed to anthorize the
British High Commissioner in Vienna to participate with
the US and French Commissioners in carrying out the

joint plan for equipping an Austrian gendarmerie regiment .
for the western zones.

g | viev alestin --The Departmentof
State has lnformed US Embassy "Tel Aviv vegarding views
recently exprossed by Israeli officials that the US: (a) also
desires stability in the Near East but cannot agree that this
can be achieved on Israeli premises regarding territory
and refugees (b) does not believe that the Ara.b states are

UL 1949
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. British agree to support Austrian regiment plan--US Re- -S/S
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preparing to resume the conflict in Palestine; (c) bas pointed .
out on numercus occasions the steps Israel might take to
facilitate the establishment of peace in the Near East; (d)

~ cannot agree that the repatriation of a substantial number
‘of Arab refugees would accomplish ‘‘nothing’’; and (e) re-

jects the apparent Israeli implication that the solution of
the refugee problem is the responsibility of the US.
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FAR EAST

1. CHINA: US p e mended to ease Shanghai situation-- S /rs
disquieting pattern of recent events in Shanghai, reports that:

(a) the only lIaw in Shanghai is that of the Communist military
authorities; (b) foreigners are often subjected to an invasion

of their fundamental rights; and (c) on the basis of available
information, events in Shanghai are believed part of a2 normal . : _
pattern of revolution rather than a deliberate Communist plan.

Cabot points out that foreign firms are currently losing heavily

but fears that if they try to close down, foreign nationals may

find themselves virtually held for ransom, with the approval : :
or acquiescence of Communist authorities. Cabot believes ' .
that if the US is to pursue an antagonistic policy toward the |
Chinese Communists, it would be better to get all Americans

cut of Shanghai (and if necessary pay them for their property

losses) rather than leave them where they are subject to

Communist retaliation and where their continued presence

under such circumstances will lead to further incidents. Cabot

therefore, in the hope of forcing the Communists to do some-

thing about the situation in Shanghai, recommends that the US

request permission from Communist authorities in Peiping

to evacuate by commercial ship or planes all Americans desiring

to leave Shanghai.

_ (C1A Comment: CIA believes that the Chinese Com-
munist Party, while officially committed to the protection of
foreign interests, welcomes the opportunity provided in Shangbai
for channeling the demonstration of popular dissatisfaction with
present conditions toward foreigners rather than the new Com-
munist regime. The Communists thus hope indirectly to warn
the western powers that their future in China depends upon the
establishment of friendly diplomatic and commerical relations:
with the new regime. Because the Communists do not wish US
commercial interests to withdraw from China at this time, how-
ever, a withdrawal threat might well induce the Communist Farty
leadership to order local authorities in Shanghai to ease the

situation.) |
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NEAR EAST-AFRICA

1. IRAN: aon to proposed US assisi:amn-US Ambassador

Wiley reports that, at the direction of the Shah, Ebteinj (in-
fluential governor of the National Bank of Iran and, in effect,
financial adviser to the Iranian Government) cailed at the
Embassy to discuss the matier of US aid to Tran. According
to Wiley, Ebtehaj considers the proposed US military assist-

ance to Iran to be totally inadoquate, He expressed the opinion

that Iran might very well refuse the offer and that the govern-
ment might have to consider changing its foreign policy, dis-
associating itself from the US and looking elsewhere for
support of Iranian interests. Ebtshaj declared ihat the situa-
tion would be incomprehensible to Iranlans if the US “‘gave
Iiberal agsisiance to Turkey and treated Iran in such s shabky
manner, . ’
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EUROPE

1. FRANCE: Cornmunist action against Atlantic Pact--US

Embassy Par's has learned from 2 ~ irustworthy source’’

that the Kremlin has ordered the French Communist Party

to stage ‘‘mas:s manifestations’’ against the Atlantic Pact

on 14 July (Bastille Day) and on or about 29 July when the

Pact comes u)3 for ratification. According to source, Moscow
has directed {he incidents to be blcody, if necessary. Embassy
Paris believes that if large-scale Communist demonstirations
occur, they will spur rather than retard ratification of the Pact
by the French Assembly.

FAR EAST

Revers, Frenzh Chief of S@il, has expressed fo US Ambag-
sador Bruce in Paris his confidence {hat current French
defonsive me::sures on the Tonkin border in Indochina will
enable the Franch to repel any attack except by a “‘massed
and disciplined army operating as a uait.”’ Although Revers

expects guerrilla warfare to last at least *‘a couple of years,”’

he believes French and native troops can cope with it. Revers
also expressed the belief that the situation in Indochina has
improved considerably in recent months and tint Bao Dai’s
government kas a good chance of succeeding if its development
is not interrupted by the Chinese Gommunists. Bruce was
disturbed, hovever, by Revers’ view that the Freach military
should have a predominant voice in Indochinese affa’irs.

(CIA Comment: CIA believes that Geperal Revers’
fairiy optimistic views may encourage the French Government
to implement liberally the 8 March agreements with Bao Dal.
Consequently , Revers’ desire for 2 refurn to predominance of

. the military will aot be realized.) ' ‘
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GENERAL
1. British view of Berlin traffic situation--According to US

12 JUL 1949
Rl Ty

c1A s

Ambassador Douglas in London, recent Soviet measures re-
stricting truck traffic to Berlin are regarded initizlly by the
British Foreign Office as merely another attempt by the USSR
to throw its weight around. The Foreign Office believes once

the USSR feels that the West has been

traffic will be permitted to resume its normal flow. ‘Doug

‘suitably impressed,”’

1as

adds that the British consider the current restrictions illustrate

the danger of any relaxation in western efforts to build up
lin’s stocks for the coming winter, ]

Ber-

(CIA Comment: CIA believes that the USSR will continue
to impose sporadic obstructions on Berlin traffic in order to
keep the western position in Berlin as weak as possible and to
maintain pressure on the West during the present interzonal

trade talks.) »

2. Early four-power agreement on Austrian Army urged--General 3 I TS
Keyes, US Commander in Austria, pointing out that the impor - 4 I_n_
tant question of the establishment of an Austrian Army prior :
to the withdrawal of occupation forces was not dealt with in
the Council of Foreign Ministers, urges that the deputies take

up this matter before treaty negotiations proceed too far,

Keyes believes that: (2) it would be futile to attempt to secure
Soviet approval in the Allied Council granting Austria permis-
Sion to begin military planning before the treaty is ratified;
and (b) the western powers would be inviting disastrous re-

- prisals if they began organizing an Austrian Army in their
zones without prior Soviet approval. Keyes expresses the
opinion that in order to avoid grave risks to Austrian indepen-
dence, this problem must be satisfactorily solved before the
treaty is signed. Meanwhile, Keyes reports that 18 July has
been accepted by the British and French as the date on which
to commence the training program of the Austrian gendarmerie

regiment in the western zones.
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(CIA Comment: CIA believes that the USSR will protest
strongly separate westera action in establishing the gendar-
merie regiment and will attempt the maxzinmm possible delay
on both the Allied Council and deputy CFM levels in agreeing
to permit the Austrians to begin military planning prior to
ratification of the treaty. Meanwhile, the two major Austrian
political parties have been engaged in secret high level dis-
cussions on military planning for more than 2 year.)

NEAR EAST - AFRICA

Wiley reports that in a second discussion of the proposed
US aid to Iran, Governor Ebtehaj of the National Bank of
Iran was more vehement than during the first talk, Ebtehaj
expressed the view that the US approach to Iran on this
matter was not only ‘‘incomprehensible and unacceptable
but also dictatorial in nature.”” He declared that if ‘‘this
token and measly gesture’’ represented the final US word,
he would most strongly recommend to the Shah that Iran
disassociate itself from the US and, without going over to
the Soviet side, either try to find help in other countries or
stand on its own feet. Wiley believes that the Shah will be
greatly infiuenced by Ebtehaj’s reaction to the US offer and
will not be satisfied unless US assistance to Iran equals
that given to Turkey. ' _

. IRAN: Proposed US aid again criticized--US Ambassador 3Js
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FAR EAST

1. CHINA: Pro%al for repatriation ship to Shanghai--US
Ambassador rt, in concurring with the recommenda -
tion of the US Consul General in Shanghai that a means
be provided for repatriating US nationals from Shanghati,
expresses the view that ‘‘it is not too early’’ to take the
preliminary steps to arrange for transportation and to
obtzin the necessary clearances from Chinese authorities
in Canton and Shanghal. Stuart points out that the perse-
cution of US officials and businessmen in Shanghai under -
scores the inability of the US to provide adequate protection
for its nationals in Communist China, Stuart believes that
the response among US citizens in Shanghai to a repatriatio
ship might well be enthusiastic. = - .
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EUROPE

1. YUGOSLAVIA: Analysis of Tito statements--US A mbassador

3/
Canncn transmifs his beliel that Titc s 10 july statements on
foreign policy reflect the increasing deterioration in Yugosiav- '
Soviet relations and Yugoslavia'’s desire to improve relations
with the West. In support of this view, Cannon poinis out that
Tito directed the burden of his attack against the USSR and )
clothed his criticism of the western powers in ‘‘friendly terms.”
According to Cannon, Tito's speech revealed Yugoslav concers
that a four -power agreement on Trieste might sacrifice Yuga-
slav interests there and implied that the Trieste question could
be sclved by Yugosiav-IizHan agreement. Cannon attaches
great importance to Tito’s announcement that the Greek-Yugo-
slav border would be closed and believes it indicated a basic
change in Yugoslav policy toward Greece. Cannon adds that
Tito’s more conciliatory attitude regarding Greece may be
2 bid for syrapathetic western treatment on Trieste. ' ' -

(CTA Comment: CIA agrees with Ambassador Cannon
that Tito, in view of his growing isolation from the Soviet
bicc, is showing an increasing willingness to cooperate with
the US in an attempt to obtain economic and jpolitical support.)
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US views on Yugoslav-Greek relations--The Department of 3 qu,“ .
State has suggested that US Embassy Belgrade express to o
Yugoslnv oificials the satisfaction of the US Government regard- '
ing Tito’s recent declaration on closing the Greek frontier,

as well as the hope that this policy statement will be imple-
mented immediately by concrete measures. In order to con-
firm the announced cessation of Yugoslav aid to the guerrillas,
the Department also suggests that Tito be requested to allow.

a “‘routine’’ inspection trip of the Greek border by western
military attaches in Belgrade. The Embassy may also in-
dicate that the immediate advantages to Yugoslavia of a

positive rapprochement with Greece inciude: (a) resumption

of normal commercial relations; (b} re-opening of a Yugoslav
Free Zone in Salonika; and (c) restoration of Salonika -Belgrade
rail communications. The Department, in pointing out that the
Greek Government has expressed its willingness to negotiate
these matters with Tito, sees no objection to the Embassy’s
sounding out possible Yugoslav reaction to Greek overtures or
to supporting a Greek demarche if and when it is made.

FAR EAST |
CHINA: Stuart thus far unable to obtain exit permits--US 8 l(‘rn.r
Ambassador Stuart reports that he is encoun :ering ifficulties

- in obtaining exit permits for himself and party and may not

be able to depart from China on 18 july as planned. He states
that Communist authorities insist on a guarantee from a local
firm specifying that the departing foreigner bas left no debts,
unpaid taxes, or pending civil or criminal charges. Stuart
expresses his growing concern over the difficulty of finding
local guarantors for members of his party and fears that

. even in his own case the requirement may not be waived,

|
Docwzent jia, 0' Z (
o CHARGE +n C}_'as:* D -T:
| D DECLASSIFIED gl
, ‘Class CHANGED 705 pg s @E

DDA Hemo, 4 4 |

Ap> 77

Auths DDA Eg. 77,1763 ‘

Bates W By: (L% .

Approved for Release: 2018/11/19 C06749456




Approved for Release: 2018/11/19 CO6749456 16 Juc 1948

WT 1040

FAR EAST

. CHINA: Stuart instructed to reject Communist demand--  C L P / S
The Department of State has instructed Ambassador Stuart
in Nanking to point out to the Coramunist authorities the
unprecedented nature of their reguest that de?arting
Embassy personnel obtain ‘‘shop guarantees’’ prior o re-
ceiving exit permits and to inform the Communist officials
that under instructions of the US Government the Embassy
cannot under any circumstances accede. The Depariment
believes that a dangerous precedent would be so3, ¥ cuch
guarantees were provided, and informs the Ambms:a.dor
that the matter is considered to be of sufficient importance
to warrant postponing his departure until the requirements
are waived for official US personnel.
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GENERAL

1. Possible Soviet policy regarding Trieste--US Ambassador S-S
Kirk in Mioscow expresses the vi nt Soviet policy toward €/R- ConF
Trieste will be influenced both by the K remlin’s commit-

ment to overthrow Tito and by the effect any acticn regarding

Trieste will have on the advancement of world communism,

Kirk points out that over-all Soviet objectives could be achieved

if the Kremlin: (a) continued its demands for the appointment

by the United Nations of a neuiral governor for the Free Terri-

tory of Trieste; or (b) suddenly accepted the western proposal

of 20 March for restoration of Trieste to Haly. Kirk believes,

however, that Soviet acceptance of the western proposal would

constitute the greater blow against Tito and that, therefore,

there is sufficient danger of the Kremlin’s adopting this policy

to warrant every effort by the US to promote a compromise

agreement on Trieste between Iialy and Yugosiavia.

Ministe [inister Keeley in Damascus
thai: the Syman delegation to the armistice talks with Israel

has been instructed to accept the armistice agreement as modi-
fied by Israel. Barazi said that uniess Israel raises new Giffi-
culties, the armistice agreemeat would be iritialed on 18 july
and slgned later in the week.
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EUROPE

1. YUGOSLAVIA: Analysis of Yugoslav economic sitvation-- erh-
US Ambassador Cannon expresses his pelies wiat, largely :
. as a result of tightened economic sanctions by the Soviet
blee without a2 compensatory increase in Yugoslav trade
with the West, the Yugoslav economic situation will be
critical for the next year. Cannon adds that without
moderate western credits the Titc regime may be weakened
to the point where it cannot be effective in the role the US
expects it to play. In pointing out that such credits would
be insurance against the collapse of Tito’s regime, Cannon
believes that early conclusion of the British-Yugoslav nego-
tiations involving a credit of eight to ten million pounds
would help counteract the effects both of the reduction in
Yugeslav tzade with the East and the suspension or slowdown
of Tialian-Yugosiav economic negotiations. :

(CIA Comment: CIA hos received no information
which would indicate that economic conditions in Yugosiavia
have reached the critical stage.)

NEAR EAST-AFRICA

2. PALESTINE: Egy ptians bitter over Gazasfwip proposal-- erA-

US Charge Patierson in Cairo reporis that the Bgypul
Foreign Minister and oﬁher high Egyp&ia.n oﬁicmls Emve eX- -
pressed bitterness 8, distrust, and a “‘very real inteliectual
and moral disdain’ regardmg the Israell proposal that Israel
be awarded the Caza sirip in exchange for acceptiing the Arab
refugees ia the area. Although Patterson believes that Egypt
might thke a more conciliatory attitude toward the proposal
if the US were actually able to guarantee Egypt a land bridge
to Jordan as compensa.ﬁon for the Gaza strip, he fears that
“‘continued harping’’ on the merits of the Gaza plan might
cause the Eygptians to regard the US ag “an accomplice of
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. GENERAL _
1. Norwep \vor strengthents defensas--’l‘he - pavy - T
Norwegian Defense Minisr has expressed to Admiral

Conolly his belief that the US and UK should ‘‘build up’’
Swedish military strength by selling the Swedes, for cash,
any available military equipment, with special emphasis
on radar and fighter planes. The Minister considers that
such sales would provide air defense in depth for Norway.
He does not expect Sweden to join the Atlantic Pact ‘‘soon’’
because of Swedish-Soviet trade commitments and a desire
not to provoke the USSR neediessly. The Norwegia.n
Minister quoted the Swedish Prime Minister as ‘‘authority’’
for his conﬂdent belief that the Swedes would resist any
invasion or ‘‘encroachments on her neutrality’’ from the
east.
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- US views on Pacific union--The Department of State has
instructed US officials abroad to avoid any public state-
ments or actions which could be interpreted as support-
ing or opposing the recent Chiang-Quirino proposal for .
a Pacific union. The Department considers that inclusion
of the Chinese Nationalist regime as a charter member
saddles the embryo union with 2 hopeless military prob-
lem and is likely to alienate India and other south Asfan
nations. Ths Department declares, however, that if US
officials are approached confidentially régarding an alter-
native plan for strengthening economic and poiitical ties
between Far Eastern nations, they may express general
approval while pointing out that any such plan should have
inherent strength in Asia and not appsar to be merely an
instrument designed to obtain and channel US ald,

EUROPE
. GERMANY: British want Bonn as new Ger capital -~ S-5
Us Milmy i": Gy 'v -;r ;'-'-'v.‘,,\,_ are

lobbying actively in favor of locating the west German

capital at Bonn, while the US and France have maintained
a “hands-off attitude.”” McCloy adds that several German

leadex's have indicated their belief thet one of the first acts

of the new west German Government will be to reverse

the decision in favor of Bonn and to establish the new

capital at Frankfurt instead.

(CIA Comment: CIA believes that UK lobbying for
the retention of Bonn (in the UK Zone) as the future German
capital, despite German preference for Frankfurt, is one
aspect of the British drive to obiain paramount infiuence in
west Germany as well as over the west German Government, -

Tocument No. 0!7

0 CHANGEZ in Class. []
NI: DECLASSIFIED ;
ID IM Class. CHANGED TO: TS S

| DDA Memo, 4 Apr 77 -
TOR SECRET Auth: DIF G. 7771783
L Date: By: _IS.I

- Approved for Release: 2018/11/19 C06749456

A -—ﬂ
e




23 JuL1948 .
Approved for Release 2018/11/19 C06749456

WT | 1046

GENERAL

1. US suppoxt for L n; independence urged--US Ambassador
Douglas in London reporis tha: British Foreign Oﬁice ofifi-
cials generally favor early independonce for Italy’s former
colony of Libya, but are apprehensive of the effect such 2
solution wounld have on Anglo-French relations as well as
on French North Africa. Douglas believes the US faces the
same dilemma, but points cut that: (a) by opposing Libyan
aspirations Em independence the US might create a situation
which would seriously prejudice the continued enjoyment of
vitally imporiant strategic faciliiies thera; (b) if the US
supports the French in delaying Libyan independence, the
large bloc of siates siretching from the East Mediterranean
to the Philippines would accuse the US of sacrificing principle
to political expediency; and (c) there is no assurance that
agreement to delay Libyan independence would induce the
French to speed the intreduction of basic reforms in Freach
Norih Africa. Douglas poinis out that the US views on Freach
North Africa are Imcwn to the French, while the British have
pursued 2 “‘koands off’’ policy. Doug"as therefore recommends
thai the US approach the French emphasising that early inde-
penderce for Libya ‘‘represents the reality of the situation’’
and ihat the French should take immediate and effective steps
leading to greater self-government in French North Africa,

2. Lialian views on trade with Yugoslavia--Foreign Minister
- Sforza bas informed US Ambassador Dunn in Rome that he
is most anxious to conclude the economic agreement with
Yugoslavia (negotiations were suspended by Kaly following
the establishment of the Yugoslav dinar in the Yugosiav Zone
of Trieste). Sforza maintained, however, that in order lo
allay Ialian public opinion and permﬁ, Mm to sign the accord
. he needed some public declaration from Tito emphasizing
Yugoslavia’'s friend]ly intentions wmm Italy
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> 8 views on Aus n y--US Representative Reber
lon reporis no real progress in the Austrian treaty
talks during the past week because the Soviet representative
continues to insist that the wording of the Paris communique
be adhered to rigidly and that Soviet proposals be accepted
as presented. Reber believes that if the Soviet stand is not
relaxed, it will soon be necessary for the western powers
to present their minimum treaty requirements and thus indi-
cate the point at which the treaty will require further considera~
tion by the Foreign Ministers. Reber suggests that while it
s important to delimit the area of Soviet control in Austria,
additioral treaty provisions having this effect can be obtained
only by granting new concessions to the USSR. Reber fsels
it is more material for the US to determine how Austria is
to meet its payments obligations to the USSR than to discuss
the consequences of Austrian default. Reber concludes, there-
fore, that solution of the payments problem, as well as the
early establishment of an effective Austrian army, would
chviate many difficulties in regard to the wording of the treaty.
Meanwhile, the Department of State has asked US Embassy
London to approach the British and French regarding the formu-
lation of 2 common policy toward Austria after conciusion of
the treaty.

EUROPE

. GERMANY; Us position onloca&ion ofnew capi--The

Department of State he sed ary Governor McCloy
in Berlin that the question o& the location aE the west German
capital is a matter for the Germans to decide and that McCloy
should maintain an attitude of strict neutrality. The Depart-

ment does not consider it necessary to ‘‘counterbalance’’
British efforts to influence the Germans toward establishing

the capital at Bonn.
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t of Stato has natructe kmbassy London to raise
with the Brlﬁsh wd the French the question of reaching
a firm tripariile agreement on all aspects of the establish-
ment of the Austrian Army. The Department feels that each
western power, to the extent possible, should make physical
contributions to the proposed army. Meanwhile, the Depart-
ment is initiating tripartite representations to Austria to
point out that the Austrians must assume basic responsibility
for their own internzl security and that any available funds
cannot be allocated until the Austrian government has sub-
mitted a satisfactory plan for the army, which has been agreed

to by both major political parties. The Department 2lso be-~

lieves that aiter four -power agreement has been reached on
the military clauses of the treaty, an apprcach can be made
to the USSR to secure four-power approval for implementing
these clauses prioy to the effective date of the treaty.
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NEAR EAST -AFRICA

1. PALESTINE: le authority replacing ged-~US e/A- S
Ambassador M%Tin Te ? K?ivemresses the belief
that the three -nation Palestine Com'iliati.nn Commission

(PCC), despite US Represenmtive Porter’s best efforts,
will remain mcapable of the ‘‘strong affirmative and
united actions’’ needed to induce the Arab states and
Israel to move beyond the present armistice agreements.
McDonald considers it “vi&al” that the PCC be replaced
by a ‘“‘single -man authoxrity’’ and recommends that the
US initiate a campaign now to have the UN General
Assembly take this step.

FAR EAST

2. CHINA: Plansforevacuation dUS citizens--The Depart- e/p-eonF
Stote : igly intolerable situ-- :

ation ccnironting Us nationals in Shangbai has recom-
mexzded that the US Consul General take steps to urge US
citizens desiring to leave Shanghai to apply for exit permits.
The Department states that it will arrange suitable trans-

. porfation facilities after receiving specific information re-
garding the number of Americans and other foreigners
willing and able to leave. The Department is recommend-
ing that similar steps be taken in Nanking and Hankow.
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-NEAR EAST-AFRICA

1. PALESTINE: OQutlock at Lausanne not hopeful--Paul Porter, 3 IS
US representative on the Palestine Conciliaticn Commission
(PCC) at Lausanne, reports that he can find little reason
for hoping that the resumed Arab-Israell negotiations will
produce an agreed settlement of the Palestine issue. Pointing
out that the delegates are appa.rently willing to continue
‘“‘endless and aimless discussions,” Porter believes that
the PCC should be prepared to make equitable proposals to
Arabs and Israelis, Porter therefore requests that the Depart-
ment of State send him specific instructions on such matters
as territorial boundaries and the refugee problem. :
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FAR. EAST

1. CHINA: Natiowmlﬁstsmay not move to Chuagking--US e/n - &onr

Counselor Cla ton reports that the Communist
threat to SZechuan Province has led the Natioral Gov-

. ernment {o reconsider its plans to move to Chungking
and that the move may actually be cancelled. Ciark
points out that most government bureaus are sending
files and some personnel to Talwap. He adds that
although some ministries still talk of sending a few
top personnel to Chungking, none seriously considers
setting up an establishment of any size there.
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NEAR EAST-AFRICA

1. PALESTINE: Developments in isracli-Arab negotiations--

- Although Foreign Mindster Sharet has informed US Am-
bassador McDonald in Tel Aviv that Israel I8 prepared to
receive 100,000 Arab refugees, US representative Porter
on the Palestine Conciliation Commission {(PCC) reports
from Lausanne that Israel’s representative Shileah, in
shating that Tel Aviv would accept a specific aumber of

refugees, failed to mention a specific figure. Porter adds
that Shiloah also made it clear that actual repatriation must
await: (a) preparation of an overall repatriation and resettie-
ment plan plus assuvance of its impleméeéntation and (b)

. convincing evidence of progress toward a final peace setile-
ment between Israel and the Arab states. On the territovial -
izsue, Porier reports that Shiloah indicaied Israel would
stwbbornly oppese any PCC plan involving reduction of any
terrliory now held by Isrsel. Porter commernts that he i
not encouraged by the Shiloak conversations, but that he wm
press on in his atiempis to diucﬁver if the pmmibuity of an
agreement exists.

: Meanwhile, the Department of State has informed
Porter at Lausanne of its ccn%idesed opiaion *ham the PCC
should continue in its capacity of 2 “‘go-between’ for ﬂnﬂ
disputants and that anything resembling ‘‘a PCC plan’’
shoild be avoided at this time. While urging Porter to
avold committing the US to responsibility for sponsoring
a specific number of Arab refugees for repatriation, the
Department adds that Israel should absorb 250,000 more
vefugees than the 150,000 presenily estimated by Isxael
to be within its boundaries.
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. FAR EAST

1. CHINA: US businessmen fn Shanghai wish to leave--US &/h- ColVF
Consul General Shanghal has jorwarded a mes&.ge from _
the American Chamber of Commerce which expresses the .
view of responsible US husiness leaders in that city that
their present difficuities are “‘incomparadbly more hazardous
and disturbing than those faced on 8 December 1941’ and
that the time for liquidating their affairs and leaving China
is overdue. The US business leaders therefore request the
Department of State to: (a) intercede with the home offices
of US companies operating in China so that positive instruc-
tions for evacuation may be issued; (b) arrange for their
evacuation from Shanghai and cbtain assurances against
Nationalist atiack; (c) sever relations with the Nationalists,
or in any case withhold further support, until US residents
in China are no longer targets for Communist reprisal: and
(d) order the evacuvation now of Americans in Nationalist~
held areas to avoid the predicament currently faced by US
naticnals in Shanghai
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1. \.\»- oslav~ltalianxelations improve--Italian Foreign o &/Rn-s
SEmbassy Rome: that he eIA-§

nister Sforza Has Iy , :
is pleased with Tito’s 30 July communigue stressing the - €/A-PLRIN.

need to improve relations between the two countries, paxti-
cularly in the economic field., Sforza added that as a result

of the communigue [taly is now ready to sign the trade agree-
ment with Yugoelav!a negotiations on which had been suspended
following Tito’s moves toward incorporating the Yugosiav zone
of Tr:este inte Yugosiavia.

Meanwhile US Ambassader Cannon in Belgrade reports
that in an interview between Tito and the Malian Minister
in Belgrade Tito referred to the question of the Yugoslav zone
of Trieste as “‘a litile matter if other things couid be worked -
out.”’ Cannon belleves that Yugoslavia’'s economic straits
are respousible for Tito’s attempt to obtain an immediate
Italian trade agreement, while Yugosiav fears of a Soviet
seliout on Trieste are impelling Tito to leave the way open
for broader negotiations with Ialy.

Approved for Rerlégse: 2018/11/19 C06749456
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EUROPE

2. AUSTRIA: Agg eementreachedlan for army --General Anmy -
Keyes, US Commander in Ausiria, reports ﬂmt%he two major

Austrian political parties have reached agreement on 2 plan

for the future Austrian army. According to Keyes, the army

will be based on universal military service and will have an

initial strength of 20,000 to 30,000, composed mainly of men

with German army experience. (Four-power agreement has

been reached to allow Austriz an army of 53,000 under the

proposed treaty.) Keyes says that the two major parties have

agreed to seek permission from the occupation powers to
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begin the organization of the army as scon as the treaty
is signed, so as to be ablie to put the full initial force in
the field when occupation forces are withdrawn. Keyes
adds that the Austrians are now preparing a list of
materiel requirements, which will be ready by the time
the US Joint Chiefs arrive in Austria.
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1. US favors removing Berlin case from SC agenda--The
Pepartment of State has instructed the US delegation to
the UN to seek British and French agreement to early
withdrawal of the Berlin case from the Security Council -
agenda. Citing a virtual western commitmaent to the USSR
last May to strike the item from the SC agenda once the
blockade lrd been lifted, the Depariment belleves that
such action would be helpful as an expression of three- .
power assumption that Soviet zgreement to end the block-
ade had been made in good faith and will be carried out.
The Department concludes that if the USSR relmposes the
bloskade, the western powers could bring the matter
before thre SC a second time with greater political effect
than i they merely revived a dormant item.

-

. Imminent Rhee-Chiang talks on Pacific pact--Commenting S /13
on the imminent arrival of Chiang Kai-shek in Korea, Presi-
dent Rhee informed US Ambassador Muceio in Secul of his
belief that a broad grouping of Asian nations, established
primarily to oppose Comnmnist aggression, couldl not fail
to win eventual US support. Rhee explained, however, that
he would not conimit himself to a narrow pact with the
Philippines and Nationalist Chine and would exercise care
in his conversations with Chiang. Mucclo believes that the
Rhee-Chiang talks probably will not extend beyond the
exploratory stage.

THE AMERICAS

3.3(h)(2) 3. BOLIVIA: Union of anti-government factions- .~ CIR l-‘
| | The two militant political
parties in Bolivia (the rationalist MNR and the leftist PIR)
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have signed a ﬁormal agresment to join forces and are
instis nation-wide disorders from 4 to

the PIR is not antious

to smge 2 coup now, but may be forced to accede to

MNR’s desire to seize the government as soon as possible.

(CIA Comment: Effective cooperation between the
MNR and PIR would represent a real threat to the present
gavemment which has been gaining strength slowly since
the MNR’s abortive coup in May. Although it appears unlikely
that these extremist parties can stage a successiul coup at
this time, the disorders planned for 4 August could be the
first skirmish in an eventually successful effort {o over-
throw the existing moderate government. Both the MNR
and the PIR are strongly anti-US.)
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i. French views on Halian cologples--US Ambassader Bruce
in Paris, in commenting on the French atiitude toward the
E&alian colonies guestion, expresses his belief that it is

“Ullusory’’ to hope for French support in the General

Assembly of any formula granting Libya independence
within 2 two or three year period. Bruce points cut that
the French, fearing repercussions in French North Africa:
{2) strongly oppose a united Libya under the Senussi, whose
religices influence they fear: (b) are only sligitly less con-
cerned ovexr eaﬂy Mdepen wiepcee for Tripolitania; and
{c) might “resign’’ themselves to Cyrenaican independence
if Tripolitania could gerve as an insuiatiag cushion batween
Cyrenalea and Tunisia.

Bruce stresses the advaniages of attempting to

delay independence, at least for Tripolitania, in return for

concrete French assurances o use thc time thus gained

in preparing French North Africa for vomethmg approach-

ing dominion status * According to Bmw such a proposal,

by permitting a “‘parallel evolution’’ of taw various s:ompo-

nents of i\mrm Africe, would provide the best means of solv-

ing the area’s basic pm%}hem of nationaliam. Bruce pomts

out, however, that it would be useless to a,pproae'h the Freach
. wﬁﬂa anythimg less than a ten-year transition pericd.
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1. ._._-ae. als anxious to be OEEC director general--Former
Belgian Premier Spaak has indicated to US Charge
Mulard in Brussels that he is anxious to accept a post

as director general of the Organization for European

Economic Cooperation (OEEC). Spaak said he would
rather have the OEEC pest than resume his duties as
Belgian Foreign Minister, because as Foreign Minister
he would be dragged into numerous internal political
squabbles with which he has no sympathy. Pointing out
that the OEEC has made no progress, particularly in the

_important matters of foreign investments, tariff reduc-

tions, and the establishment of healthy currencies
Spaak believes a good case can be made for creating
the post of director general and that he could do useful
work in this post.

5 AUG 1949
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1. BELGIUM: ssimistic over political situstion--
US Charge Mil larg reports what Foreign MmISteT Spaak
takes a very pessimistic view of the Belgian iaternal -

_ political simation and believes ﬂmt for a year or more o

2 number of ‘‘weak governments’’ will be iormed and 4
will fall every few months. Spaak referred to “‘little -
men’’ in Belgian politics who lack the stamina and courage
for real statecratt. Millard believes that Spaak desires to
“‘get out from under the impending mess’’ in Belgium and
hopes that after much disorder, uncertainty, and incom-
petence in Belgian politics he wili be able to retum re-
latively untarnished as the ‘one really big man.

FAR EAST -

2. CHINA: Communist problems in Shanghai--US Consul
General Shanghal has lsarned from a2 reliable source :
that at recent meetings of the Shanghai Planning Committee
Communist officials indulged in heated eontmversial dis -
cussion over their inability {o solve Shanghai’s critical
economie situation. The Consul Ceneral belleves this
report substantiates other evidence that the disastrous
Communist position in Shanghai and its hinteriand is
pannicking the Communist leaders and straining their
tempers and solidarlty The Consul Generzl describes the
atmosphere as one of ‘‘great confusion and desperation’’
and believes the Communist leaders in Shanghai are in-
dulging in increasing recrimimations among themselves.
and with officials in Peiping. -
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Fear of Communist Reprisal--US Charge Nanking
* reports that ' there is consﬁeip-_aﬁle speculation’’ among

members of the diplomatic corps concerning the possibility
of new Communist transgressions against foreign officials -
and mationals following the departure of US Ambassador
Stuart. The Charge points out that Stuart’s mere presence
in Naaking ‘‘andoubtedly extended a cerizin mantle of pro-
tection to all foreigners’’ in the city. The Charge belicves
the trend of developments points toward an increase in such
Communist persecutions in Nanking as radio censership,
arbitary arresis, exorbitant labor demands and arbitary
taxation maneuvers. '
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1. Views on Soviet policy regarding Berlin--US Embassy &/R- S

Moscow expresses its belief that the Kremlin remains

uninterested in restoring a unified democratic govern-

ment in Berlin and intends to continue its Berlin offen-

sive designed to discredit and undermine the position of

the western powers. The Embassy also expects further ‘

harassment of western communications to Berlm, particu- ' ]
larly next winter if the airlift is deactivated. Embassy -
Moscow therefore fears that the western powers may play

into the Kremlin’s hands if they fail to maintain the west-

ern Berlin economy adequately and insist on applying the

same standards of financial self-sufficiency to westera

Berlin as to the Western Zones.

2. Ttalian and Aystrian reaction to possible ECA cngg--Accox;d- S-7s
ing to US Embassy Rome, ltalian Premier De Gasperi has

directed & personal appeal to Secretary Acheson regarding
the proposed reduction in the 1949-50 ECA allocation to
Italy. The Embassy fransmits the view of talian officials
that the extreme danger point would be reached for Rtaly

if its alliocation fell below $470 million and that the govern-
ment would be foreced to resign. D¢ Gasperi further believes
that disregard of Italy’s minimum requirements under ECA
would greatly strengthen the Communists in their campaign
against the government, ECA, and the Atiantic Pact,

Meanwhile, US Legation Viemm views with grave con-
cern the possibmtv that Austria’s ECA allocation may be re-
duced to. $66 million. The Legation expresses the view that
such a cut would threaten existing cooperation between the
Austrian political parties and impair the prospects of saving

: Ausiria from Communism and Soviet domination.
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(CIA Comment: CIA believes that the ftalian Gov-
ernment is exaggerating the economic consequences of the
proposed ECA cut, but (hat any substantial reduction would
weaken the stability of the government and cause a shift to
the right in ils composition. CIA concurs in Legation
Vieana's analysis of the effects of the proposed reduction
in the ECA allccaticn to Austria and aiso believes such a
cut would: () jeopardize Soctalist control of labor;

(b) precipitate panic conditions; and (¢) make it virtually
impossible for Austria to fulfill its treaty obligations.)

. US advises ﬁatnst Greek milita acfzion in Albama--%e
Department of State mas informed US & mbe Ath
the receipt of recent reports indicating that the Gmeka may
still be planning military intervention in Albania. The
Department has instructed the Embassy ‘‘to rake un-
mistakably clear once again’’ to the Greek authorities that
the US is opposed to any rash military action, such as .
attempted encirclement of the guerrillas through Albanian
territory or mass pursuit of the guerriiias into Albania.

(CIA Comment: As the Greek Army’s summer
offensive develops, guerrilla violations of the frontiex,
such as artillery fire and attompted counteroffensives

from within Albania, will probably increase. CIA helieves

that undey these eﬁrcumsmnces the Greek Army may take
matters into its own hands and dispatch units across the
bordez in order to neutralize the most ﬁmmedﬁate sourees
of irritation.) -
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1. Berlin it ommala approached by Communists -- Accord- -7

NG | ' Gantenbeln In Berlin,

several Sociali.st oﬁﬁcials tn the city government have been
approached by persons presumably in contact with the Com-
nunist-run Sccialist Unity Party (SED). Gantenbein repol}ts
that some of those approached fear the overtures may lea

~ to a proposal to unite the Soviet and western sector gove
rments under the leadership of the SED. Cantenbein reports
that the western officials have thus far rebuffed the overtures. '
but fear that they may have the tacit approval of the US. .

- QGantenbein recommends that the US reassure the Berlin city
officials by telling them that the US will not encourage any
political rapprochement which is opposed by the westexrn
sector government and that it is up to the Germans to ireat
Communist overtures as they see {fit.

{CIA Comment: CIA believes that the attitude of the
west Berlin officials reflects their growing fear that the US
is losing both the political initiative in Berlin and contzol
over the detericrating economic situation.)
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3 eprese tive Cochra dague recommends that
Dutch ECA Commissioner Hu'schﬁeld not visit Washmgton

to discuss proposed Netheriands economic and financial
policy at the forthcoming Hague round table conference on
Indonesfa. Cochran points cut that such 2 move would have
‘“‘disastrous’’ consequences, because the discussions could
not be kept secret and would be interpreted by the Indo-
nesians as US support of the Dutch. Cochran believes thot
such discussions would lead the Indonesians to feel the US
had established a policy which Cochran as a US official would
have to follow, thus impairing his usefulness as 2 compietely
objective UN representative at the Hague conference. -

. US views on division of ECA aid--The Department of State
bas instructe representatives in the ECA nations that,

{n response to pleas for US aid in warding off proposed
reductions in ECA allocations, they should point out that:

(2) continued emphasis on European initiative and responsi-
bility for the success of the European recovery program

is of major importance: (b) the recovery program has been
based on the principle that the participants themselves must
make the {nitial recommendations for division of US aid; and
(c) the success of the program will be prejudiced if individual
countries are allowed to bypass the Organization for Euro-
pean Economic Cooperation (OEEC) or obtain special treat-
ment through representations directly to the US. The Depart-
ment adds that the current reductions are in line with the
premise that US aid would be gradually reduced and that the
US will follow OEEC recommench.ﬁons to the fullest possible
extent.
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ws on Berlin uniﬂcati-»-'x‘he Demrtment of State
uthorized the Acting US Political Adviser in Berlin

to inform leaders oﬁ the western sector Berlin city gov-
ernment that the US has no intention of telling the Germans
how to treat overtures from Soviet sector representatives,
The Department, adhering to the position that the western
city government is the only legal regime in Berlin, ‘cannot
encourage any political rapprochement with the so-called
east sector government which would have the effect of
weakening the legal or moral position of the western gov-
ernment. The Department, while constantly seeking a basis
for the reunification of Berlin, can see no other approach
thun new, free elections, and the elimination of the east
sector puppet govemment

. Dutch ECA Commissioner will not visit US--US Representa- S-5
ive Cochran in The Hague reporis that Dutch ECA Com-

Inissioner Hirsehfeld will not come to the US now to discuss

the economic policies to be adopted by the Netherlands in

the forthcoming Hague round table conference on Indonesia,

Although agreeing to cancel Hirschield’s visit, leading Dutch

+ offieials stressed their concern over the sconomic problems

involved in an Indonesian settlement. Cochran informed the

- Dutch Foreign Office that when the propitious moment arrives,

he will be happy to recommend the revival of ECA aid to

indonesia and help plan other measures of financial support.

Document No. ___0734

NO CHANGE in Class. [] | -

. [ DECLASSIFIED @
Ciass. CIANGED TO3 S
|

DDA Memo, 4 Apr 7'?

Auth: DDA REG. 77 1763
~ Dater By:

.

Approved for Release: 2018/11/19 C06749456



D U j b HIT iU
Approved for Release: 2018/11/19 C06749456
| - 1063

TOP SEC.

NEAR EAST-AFRICA

1. PALESTINE: US considers In ory--  S-TS
The Demrtmenﬁ 0E SLRYS NAS informed the israeli Ambassacor
in Washington that the US does not consider the Israeli offer to

-prepatriate 100,000 Arab refugees a satisfactory basis for contri-
buting to an ultimate solution of the refugee problem. Although
the US remains unwilling to assume responsibility for naming
a fimal figure, the Department indicated to the Ambassador that
230,000 refugees, as suggested for repatriation under the Gaza
strip proposal, would be considered the minimum number :

raeli refugee offer unsatisfactor

acceptable.
_ FAR EAST -
3. CHINA: Canton expected to fali in immediate futyre--US crn=
Counselor Clark in Canton indicates that the military :

situation is deteriorating so rapidly that the Embassy may
be compelled to leave Canton before 15 August. Clark
requests that a decision be expedited on his recent recom-
mendation that the Canton consulate be closed, that all
consular and diplomatic personnel be withdrawn from
Communist-occupied areas, and that mission, business,
and professional groups be advised to withdraw their
personnel from China, , ~

,
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1. British suggest more attention to Soviet Zone~-According
o US Ambassador Dougias in London, higa British Foreign
Office officials believe that, with the heat off in Berlin,
the western powers should take & more active interest in
the affairs of the Soviet Zone of Germany in order to: -

(a) undermine the influence of the pro-Soviet Germans;

(b) encourage the pro-western Germans: and (¢) worry

the USSR. Douglas believes that the British intend primarily.
vsychological measures, which invelve culiural exchanges,
encouragment to Soviet Zone Germans to visit the ‘‘show
window’’ west sectors of Berlin, and increased broadcasts
-to the Soviet Zone on the democratic way of iife in western
Germany. Douglas indicates that the proposal will be pre-
sented to the British High Commissioner for Germany and
to Foreign Secretary Bevin, upon whose approval it wiil be
taken up with France and the US. - ' "

(CIA Comment: CIA believes that the limited psycho- ‘

logical measures outlined might meet success in (b) and (c)
.above, but doubis that conirol by pro-Soviet Germans would
e altered appreciably as long as Soviet forces remain. CIA
also belisves that in its present condition western Berlin
could not serve as a ‘‘show window’’ with which to impress
Soviet Zone Germans.)
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1. US advises restraintm Middle East--The Department of E/R - S-eer:

g Issions in various Middle East .
capitals to emphasize to the governmenis concerned the
desirabuﬂ:y of exercising restraint following the Syrian
coup d’etat.

(CIA Comment: The latest Syrian coup, the second

in four months, i8 symptomatic of the current instability
1in the Arab world. Present reports, which are still meager,
indicate that the coup was an iaternzal affair engineered by
dissatisfied officers of the Syrian Army. There is as yet
no concrete evidence that elements in neighboring countries
were involved in the coup although the governments of both
Iraq and Jordan have freguently and openly expressed

' antagonism toward Zaim’s regime. Even if such elements
were not involved in Zaim’s overthrow, these countries may
feel that current disleocations in Syria present an cpportunity
for realizing Hashimite expansionist ambitions at the expense
of Syria. The possibility also exists that other would-be .
“saviors’’ in the area may be inspired to imitate the Syrian
coup as a direct method of obtaining goveranmental control.
Pending the formation of a new government, the status of
international commitments entered iato by the Zaim Govern-
ment--particularly the Trans-Arabian Pipeline Convention
and the Syrian-Israeli Armistice--remains undetermined.)

2. Nozway seeks surg lus arms exchange with WU nations --US ' S-Ts
- Ambassador Bay in Oslo reports that Norway, {nvoking the

principle of mutual aid contained in the Atlantic Pact, will

soon submit to the Western Union nations a proposal for a ,

limited exchange of surplus war materials. Norway's most : I

urgent need, according to Bay, is for certain types of ammuni- ;

tion which the Norwegians are seekmg from the Western Union
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tugust conversation with Stalin, US Ambassador Kirk
in Moscow indicates that during a courteous interview
lasting 35 minutes the only substantive matiers discussed
were Lend-Lease and the Voice of America. Stalin asserted

. that the USSR would live up to its responsibilities under

Lend-1ease and expressed the desire, regarding VOA, that
Kirk take up the matter with Foreign Minister Vishinsky.

FAR EAST
PHILIPPINES: US ‘‘support’’ for Southeast Asia union urged-- = ¢/R- ConF,
US Embassy Manlia transmits a report trom Ambassador
Romulo, Philippine representative to the UN, that he has

- succeeded in cbtaining the support of all thppine political

parties for calling a conference in Baguio to organize a Swth-
east Asia union. Romulo adds that he is now ‘‘sounding out’’
the governments of India, Australia, New Zealand, Ceylon,
Burma, Pakistan and Sia.m concerning this proposal. Romulo
requests authorization from the Department of State to indicate
to these countries that the US ‘“‘regards with sympathy the
efforts of the free countries of Southeast Asia to cooperate
more closely with one another in promoting their common
interests’’ and suggests that agreement to the proposal would
be facilifated if the envoys of the interested countries in
Washington were given some direct indication of such a US
attitude.

(CIA Comment: Romulo’s proposal, designed to
achieve economic, political and cultural cooperation in Scuth-
east Asia, represents a limited and regionzl alternative to the
Pacific Union proposz! which was advanced dvring the recent
Quirimcmang-Rhee diocussions snd which anticipated mutnal
defense rommitmenis )
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1. Sﬂann-Kirk interview --US Ambassador Kirk in Moscow has

P [that In the 15 August interview Stalin declared the
Soviet Union has no intention of failing to fulfill its obligations
under the Lend-Lease Agreement, but ‘‘would not be dis-
criminated against’’ in comparison with other governments
with Lend-Lease obligations. Stalin indicated that the USSR
may have counter claims which must be considered; he added
that if current negotiations in Washington bog down, he is
prepared to intervene. Kirk further reports that neither
Sizlin nor Vyshinsky chalienged his reference to Soviet
jamming of the Voice of America as an established fact.
Stalin professed slight information on the subject and said
he would ask Foreign Minister Vyshinsky to deal with this
problem. Kirk indicates that the tone of the interview was
cordial throughout and that toward the close of the interview
Stalin became more expansive, concluding with an offer to
receive Kirk ‘‘without formality’’ at any time when he may
consider it desirable to raise specific matters.

According to US psnta.tive Eochran In The Hz

lands officials have expressed their concern over reports aﬁ
Indonesian military activities after the effective date of ceage-
fire and have warned that continued infiltration will undoubtedly
precipitate armed clashes. Indonesian Republican Premier
Hatta has informed Cochran he is convinced the alleged infiltra-
tion was not ordered by the top Republican army command and
has urged Republican President Soekarno to avoid any moves

AUG 1949
1067

$~-TS
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$-TS

in contravention of the cease-fire orders, Cochran has counseled

both sides not to lose their heads, expressing the view that the
next few days may be critical for the prospects of the Hague
Round Table Conference.
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i. Sovietlntentions concerning Tito--US Ambassador Kirk e/R-3
he view, which he indicates is shared by his
diplomatlc colleagues in Moscow, that the USSR does not
plan to sever Soviet-Yugoslav relations at this time but
may be seeking to goad Tito into making this step. Kirk
suggests that the vehemence of recent Soviet propaganda
claiming that Tito, not the USSR, abandoned Yugoslav
claims on Austria, reveals Soviet embarrassment over the
Paris agreement. Kirk indicates that some diplomatic
personnel in Moscow believe that the Kremlin has a definite
plan for Tito’s liquidation but that the US Embassy is not
inclined to accept this theory. The Embassy believes the
Kremlin may estimate that 2 combination of subversive
guerrilla activities and Yugoslav economic difficulties will

bring about Tito’s fall at an early date.

(CIA Comment: CIA agrees in general with these
views but is dubious that the Kremlin iz trying to goad Tito
into breaking off all diplomatic reiations, which the USSR.

‘probably continues to find useful.)

2. Increased Dutch concern over Republican ‘‘infiltration’ -- a/R -3
US Represeniative Dow in Batavia reports that Dutch concern
over a Republican ‘“‘concerted plan’’ for infiltration of Dutch-
held areas of East and Central Java bas increased within the
past few days. The Dutch commander in Indonesia states that
his troops could not be restrained much longer in the face of

Republican ‘‘provocation.”’

(CIA Comment: CIA believes that despits the sincere
efforts of Republican leaders to implement the cease-fire
agreement, the activities of the numerous Indonesian fighting
units --including Communist and dissident forces as well as

Republican--may provide an excuse for Dutch military action.)
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place Soviet treaty violations before GA--US S-3
Ampassador Austin reports | few York that the

Chinese UN representative has been instructed to place

Soviet violations of the 1945 Sino-Soviet treaty on the

agenda of the forthcoming General Assembly and has

asked whether the US would actively support China’s case.

According to the Chinese representative, the Natiopalist

Government will delay filing the item until the opening of

the GA in order to avoid tipping off the USSR and the

Chinese Communists.

(CIA Comment: CIA believes that the long-con-
templated Chinese proposal has been hastened by the US
white paper and is designed to exert pressure on the US.
fo support the Nationalist Government in the UN.)
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1 U8 moves to end Austrizn treaty discussions~-The Depart-

ment of State has instructed US Representative Reber in
London to bring the Austrian treaty negotiations to a close
as near the 1 September deadline as possible, making an
effort meanwhile to obtain the maximum agreement. The
Department warns that further western concessions are
vndesirable and that the deputies must not arrive at flual
agreement on points in which the Soviet demands exceed
the terms of the Paris agreement and adversely affect
Austria or the western occupation powers. The Depart-
ment expresses the view that the outstanding issues can be
discussed in Moscow by the western ambassadors and the -
Soviet foreign rainister. The Department advises Reber to
seek British and French concurrence on future procedure
concerning the treaty.

THE AMERICAS

v cause government lﬂ:

t Gonzalez Videla's

position may become untenzabie if a general strike culminates
|
ithe President might then retire in favor of 2 junta, prcbably
including the present Minister of National Defense and the
Minister of Interior. US Ambassador Bowers in Santiago _
expresses the view that it is too early to determine whether ‘

the present strikes will create a trend toward a general
strike,

(C1A Comment: The weakness of Gonzalez’ political
position is increased by his dependence on a coalition which
has already shown signs of disintegration in the face of the
worseping economic situation. Although a junta representing
the armed forces could probably control any efforts at uprisings,

it could not improve the basically bad situation.)
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1. British favor acceptance of Soviet terms for Austria-- e/A- s

US Representative Reber in London, in replying to
Depariment of State instructions to bring the Ausirian
treaty discussions to 2 close without making further
concessions to Soviet demands, reports that the British
Foreign Office wants to conclude an Austrian treaty at
this time even though it means further concessions to .
the USSR. According to Reber, the British feel that the
importance of completing a treaty by approximately

1 September cutweighs the disadvantages of accepting
present Soviet terms which they believe do not create
sufficient hardship to warrant the risk of indefinite post-
ponement of the Austrian treaty. British cfficials con-
sider that western faflure to reach agreement with the
USSR now would have a depressing effect internationally
whereas zn Austrian agreement would bring real im-
provement and would benefit Austria by freeing the -
counfry from occupation costs and Soviet exploitation of
eastern Austria. Reber comments that in reaching this
decision the British have certainly been influenced by
Austrian pressure for an early agreement,
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sador Kirk reports that foreign diplomatic observers in
Moscow continue to discount the probability of direct Soviet
action against Tito at this time despite the ominous tone of
the latest Soviet note to Yugoslavia. According to Kirk, the
US Embassy is in general agreement with the view of most
cbservers that the Kremlin is counting on the liquidation of
Tito as a consequence of the sericus Yugoslav economic situ-
ation and a Soviet ‘‘war of nerves’’ accompanied by harassing
meagures short of hostilities. :

- US Embassy Belgi'a'de repofts, concerning current
rumo=s of Soviet troop movements along the Yuroslav border,

- that although the Yugoslav Government ie believed fully aware

of such rumors, there is no evidence that new security
measures are being taken. i

(CIA Commenat: CIA agrees that overt Soviet military
action against Yugoslavia remains doubtful, CIA considers
the rumors from Hungary and Rumania regarding Soviet troops
movements along the Yugoslav border to be a part of the Soviet
“war of nerves’’ rather than an indication of imminent military
action by the USSR.)

. British policy on Ialian colonies--The British Foreign Office

has Informed US €mbassy London that as a basis for seitling

the Yalian colonies problem, the UK now favors: (2) independ-
ence for Libya within two to five years, with interim administra-
tion by present occupying powers; (o) incorporation into Ethiopia
of all Eritrea except the western province which would go to the

" Sudan: and {c) either Halian trusteeship over Somaliland or, if

this is not acceptabie to the UN General Assembly, postpone -

. ‘ment of the guestion to the 1950 CA session. According to the

TOR-BECRET -
1071
GENERAL |
1. Soviet military move against Tito held unlikely--US Ambas-  &/2 "%
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Foreign Office, the UK could not accept trusteeship over
Somaliland at this time because of possible repercussions

on British-Iialian relations. The UK also opposes an inde-
pendent Eritrea on the grounds thzat it would be a wezk state
and open to undesirable influences. The UK believas that the
question of unifying Cyrenaica and Tripolitania should be
decided by the Libyans themselves after their independence
has been granted and that meanwhile nothing should be done

“to prejudice eventual unification.

British and French views on future handling of Austrian talks--
US Representative Reber in London expresses the view that

the Soviet deputy at the Austrian treaty negotiations is clearly
not autkorized to accept at this time any compromise on major
outstanding issues but that the USSR expects further discussions
at the ministerial level later. Reber indicates that the British,
who favor the conclusion of a treaty by the 1 September dead-
line, believe this can be accomplished by accepting the Soviet
terms on the German assets question. Reber explains that
both the French and British wish {o avoid 2 meeting of the
Council of Foreign Ministers before settlement of the Austrian

" freaty because they fear that the USSR might insist uyp@n dis-

cussing Germany as weu as Austria.

U8 views on Scutheast Asia unioxn--m reply to the request

of Philippine UN Represenfative Romulo for active US support
of 2 non-military Southeast Asia union, the Department of

State has reiterated that the US will view sympatheticany any
efforts by the peoples of Asia to cooperate in pursuit of common
economic and political objectives but will avoid taking any

steps at this time which could be misinterpreted as US maneuver- '

ing behind the scenes. The Department believes that the forma-
tion of 2 viabie Asian association can come about only through
the discovery of common purposes and mutual needs by the Asian
nations themselves.

".isa".u‘;
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5. UNITED KINGDOM: Pound devaluation unlikely before election-- S-7TS .
French Forelgn Minister Schuman has told US officials in Pa o
that he does not expect the British to devalue the pound before _
holding a general election and that Churchill has indicated he -
expects an election in October.

(CIA Comment: CIA believes that there is increasing
reason to expect a British general election in October or Novem-
ber. However, Prime Minister Attlee will probably not make
a decision concerning the election until after the September eco-
nomic and financial conference in Washington.)

NEAR EAST-AFRICA

SYRIA: Skirmishes with pro-Zaim troops reported

erhR-5

(2) the new Syrian Government’s forces have been involved

in several minsr skirmishes with troops loyal to the Iate
President Zair: and (b) Kurdish clements have sworn
vengeance for ine execution of Prime Minister Barazi. US
Legation Damascus comments that these reports, the accuracy
of which cannot be confirmed at present, reflect the uneasy
atmosphere now prevailing in Syria.
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to inform the UK Government that the US proposes in view
of the breach between Tito and the Kremlin and evidence
indicating that Soviet control of Yugoslav air operations
has been eliminated, to exempt Yugosliavia from the US-UK
restrictive air policy toward the Satellites. The Depart-
ment indicates that the US proposes to regard favorably
the export to Yugoslavia of aviation equipment and the ex-
change of reciprocal air nghts between Yugoslavia and
nations friendly to the western powers. The Department
advises Embassy London that although the US perceives
no danger to the interests of the US in dealing with Yugo-
slavia on such a basis, it does not desire that friendly
states pursue such a policy unless they derive positive
benefits from the exchange.

. . sy Belgra de s views on Soviet note __ Tito--US ¢/R-5S
5 mbe Belgra ting on the 18 August Soviet
note to Yu}goslavla polnts out that the ameal to ‘‘healthy -
elements’’ in Yugoslavia to revolt against Tito indicates
that the Kremlin either: (a) misjudges the Yugoslav
character and the internal situation; or (b) estimates that
Cominform agents have built a network which justifies a
reasonable expectation of a successful revolt. The Embassy
indicates that 2 re-examination of the evidence has not alterad.
its contrary estimate concerning such a network. The Em-
bassy suggests that the note was timed s0 as to profit by this
‘critical moment in Yugoslavia’s economic situation and specifi-
cally to coincide with the arrival in Belgrade of a survey ;
mission from the International Bank. The Embassy estimates ‘

that the Yugoslav Government will use restraint and do nothing
to aggravate the situation but will not back down.
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3. Austrian view on treaty neg otlations--Ausman Foreign e/R- S
: Minist: ruber has expressed to US Representative :

Reber in London his view that despite Austria’s strong
desire for a treaty without delay, a better settlement
might be cbtained if the major economic issues were re-
served for consideration by the Foreign Ministers at the
New York meeting of the General Assembly. Gruber is
convinced that the USSR will not permit final agreement
by the deputies in London but stresses the importance of
clearing up minor questions prior to the 1 September
deadline for drafting the treaty '
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Austrian treaty terms--The Department of

State has informed US Representative Reber in London
that the US does not share the British view concerning

the desirability of promptly accepting Soviet terms on the
German assets problem in order tc reach agreement on
the Austrian treaty in the near futare. The Department
considers the substance of the treaty and its long-range
effect to be more important than its prompt completion
and expresses the view that acceptance of the present
Soviet terms would greatly increase the possibilities of
future Soviet pressure, intensify Austria’s need for direct
aid, and make US ratification of the resuiting treaty exceed-
ingly difficult. The Department suggests thata western .
diplomatic approach to the USSR might clazify issues for
fuure settlement, possibly by the Foreign Ministers.
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TOP T 1074
GENERAL :
1. Tito’s rey held “ ’__US Embassy 5-35

Y o 9 . ‘ N L ." reply d m Yugo_
slav Government to the USSR as ‘‘dignified and unyield-
ing’’ on the real substance of the Yugoslav-Soviet contro-
versy. The Embassy considers that the reply cannot be
calied conciliatory because it uncompromisingly restates
Yugoslav sovereignty and declares concerning the treat-
ment of Soviet citizens that such citizens may leave Yugo-
slavia i they wish., The Embassy regards the intent of
the SBoviet note to be an effort to intensify nervous pressure
on the Tito Government and particularly to suggest to the
western powers that Tito is a poor economic risk. The
Embassy expects this campaign to continue and indicates
that Yugoslav officials believe their reply will gain them
time but not a relaxation of tho pressure.

UK considers ways of g ettm Tito-Kremlin issue before SC-- = S-3
i, ' that the British Foreign Ofiice

is giving serious consideration to the passibility of getting

the Yugoslav-Soviet controversy before the UN Security

Council. The Embassy indicates that the Foreign Office,

which would hope by such action to thwart possible Soviet

intentions to take decisive action against Tito, believes the

preferable course would be for Yugoslavia to take the issue

to the SC.

(& IA Comrent: CIA estimates that Tito, fearful that
an appeal to the Security Council at this time would be an ad-
mission of weakness which might have bad repercussions
inté¥nilly; would consider such a move premature. In any
avent, Tito would probably prefer to take the initiative him-
self in requesting SC action because he has already been
accused by the Kremnn of being a tool of the West.) (/ L
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1. British oppose taking Berlin case coff SC agenda--US
_ﬁpresem?gﬂve Ross at the UN transmits a Brikish

memorandum which opposes withdrawal of the Berlin -
question from the Security Council agenda at this time
and expresses the view that the western powers are
under no formal cbligation to take such a step. Accord-
ing to the memorandum, the UK Government believes

it is to0 early to assume that the western powers will
havs no further trouble over Berlin, The British belleve
that Soviet intentions to force the westera allies out of
Berlin remsain as {irm as ever, notwithstanding the pres-
ent friendly attitude of Soviet authorities there, and
suggest that withdrawal of the case would imply western
satisfaction with the present state of affairs in Beriin.
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EURCPE
orted alons Greebrd«m-

hat “‘a major skirmish’ occurred
garan frontier 23 August between th@

guez:rilla.s ﬂeeﬁng into Bulgaria.
Builgarian soldiers were killed anc
mnmber were womded

{CIA Comment: Although the n"eport of this
skirmish has not yet been confirmed by Greek Army
scurces, incideris are likely to occur along the Greck-
Bulgarﬁan border as the guerrilia command attempts to
divert the attention of the Greek Army from the current
major offensive 2along the Albanian border.)
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 GENERAL

1. Bevin’s views on joint US-UK problems--US Ambassador

Douglas transmits the views of British Foreign Secretary
Bevin on subjects scheduled for discussion during the
forthcoming US -UK conference in Washington., According
to Douglas, Bevin feels that a concerted US-UK-French
policy should be developed concerning the new West
German Government, on domestic German matters, as well
as external relations. Bevin reiterated his belief that it
would be wise for the western powers to maintain trade
relationships and western establishments in China in order
to influence {he Chinese Communists in favor of the West.
Bevin implied that aithough he would not press for a prompt
conclusion of the Austrian treaty if the US disagrees, he
considers the quick conclusion of a treaty, even though re-
Iatively unsatisfactory, to be more advantageous for the US
and the UK than a return of the question to the Council of

. Foreign Ministers. ‘ _

British Foreign Office views on Austrian treaty--US

Embassy London reports that the British favor the conclusion
of an Austrian treaty in the near future because they: (2) have
littie hope that the Foreign Ministers could arrange better
terms; (b) believe that another opportunity for concluding 2
treaty may be a long way off; and (c) consider it important to

. get Soviet forces out of Austria before the Yugosiav situation
comes to a head, thereby bolstering the Yugoslav will to
resist Kremlin pressure. Meanwhile, US Commanding General
Keyes in Austria reports the belief of Austrian Foreign Office
circles that the USSR will scon have to deal with Tito one way
or another and that the Kremlin is vacillating on the Austrian
treaty while deciding what to do about Yugoslavia.
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2. Soviet military move agaiast Tito still held

Embassy Belgrade relterates the view that the Kremlin ST A
would prefer to accomplish the ligquidation of Tito by methods
ostenaibly internal rather timn by the open use of external
force. The Embassy believes that the two recent Soviet
potes and the rumors of Soviet troop movements fit this -
pattern. Pointing out that the Kremlin may, however, regard
TitH’s elimination important enough to justify the risks in-
volved in direct action, the Embassy declares that the only
way to deal with this possibility is for the US to make un-
mistakably cisar o the Kremlin that it will not stand idiy

by and see the sovereignty of any small country violated by
the USSR. The Embassy believes that if it becomes appro- -
priate to refer the Tito-Kremlin issue to the Security
Council, the matter should be kept to the basic issue of

' Soviet determination to replace the Tito regime with one
subservient to the USSR and that in any event only Yugosiavia
should take the issue before the UN,

unlikely--US ““/ s

British views on referring Tito-Kremiin issue to 8C--
According to US Embassy Loundon, the British Foreign Cffice
bas conciuded that the Tito-Kremlin dispute bas reached the
point where all possibility of Soviet military intervention
cannot be ruled out and where consideration of preventive
measures can no longer be deferred. Concerning the possi-
bility of referring the dispute to the Securify Council, the
Foreign Office belioves that such action would kave the merit
of bringing the situation before world opinion and might not
only deter Soviet action against Yugoslavia but would also

. be useful against the Soviet ‘“‘peace offensive.”’ The British
Ambassador in Belgrade has reportedly been instructad to
scund out Deputy Foreign Minister Bebler concerning the
official Yugoslav view on the possibility of referring the

 dispute to the SC, efther by Yugoslavia or some other country.
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3. BOLIVIA: Bolivian Government asks US aid- 18 [ResTR.
| Acting President of Bolivia has: (a) requested / Resth.
that fighter and bomber planes be made available from the us 3.3(h)(2)

immediately; and (b) declared that the Bolivian armed forces
are insufficient to control the entive country in the present
revolutionary situation. The US Embassy in La Paz reporis
that violence has broken out between miners and troops in
the Catavi ares and that US personnel are being evacuated.

(CIA Comment: ¥ miners in other areas act in support
of the Naticnal Revoluticnary Movement (MNR) revolis, the
Bolivian Goverament will have great difficulty in re -establish-
ing order and its survival will be entirely dependent on the con-
tinued loyalty of the army leaders.)
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) evider mpending Soviet military activity against Tito-- s|s
In response to requests for evidence regarding Soviet plans to ~ Hrmt I TS
take military action against Yugoslavia, US military attaches in - '
the Soviot orbit countries report that they have found no evidence
of Soviet preparations to invade Yugoslavia in the near future.

US military authorities in Germany consider that an intensified
campaign of Soviet-inspired incidents on the Yugoslav borders
will probably be motivated by a Soviet desire to sharpen the

war of nerves against Tito and to enhance the chance of success-
ful internal Yugeslav disturbances, The US military attache in
Moscow believes that only as a last resort will the Kremlin
aitempt to remove Tito by Soviet-Satellite military action cf

~ a guerrilla nature, '

" (CIA Comment: CIA believes that although the USSR
may intensify the current war of nerves against Tito, the
Eremlin is unlikely to resort to direct mililary aggression
against Yugoslavia in the near future.)

US thinking on referring Yugoslav-Kremlin dispuie to UN--
The Department of State has informed US Embassy London of
its belief that it would be unwise to force Tito’s hand either
by appealing the Tito-Kremlin problem to the UN or by urging
Tito to lodge a complaint, The Department adds that recourse
to the UN at this time would have the disadvantage for the
Yugosiavs of substantiating Soviet charges that Tito is bidding
for support from the West; however, should Yugoslavia decide
the situation warrants reference to the UN, the US would support
appropriate UN action to safeguard Yugoeslav independence.
Regarding future Yugoslav-Soviet relations, the Department
expresses the view that if the Soviet campzign against Tito
develops into an imminent threat to peace or acts of aggression,
referral of the problem to the UN would be both logical and

RECcessary.. -
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2. Possible US-UK-French approach to Albania--The Department C I ﬁ 3
. of State has instructed US Embassies London and Paris to -
~ determine if the UK and France are willing to join the US in

another communication to Albania expressing the desire that

the Abbanian Government will not allow its territory to be used

as a base for guerrilla attacks on Greece. The Department

believes that if the guerrillas could be prevented from reor-

ganizing and rearming in Albania and then returning to Creece,

the whole problem of the guerrilla war would be largely solved.

The Department also expresses the opinion that, although pre-

vious approaches to Albania have had little eifect, another

attempt is warranted by such changing circumstances as:

(a) the isolation of Albania from direct contact with the Com-

inform; (b) the recent successes of the Greek armed forces;

and (c) the possibiiity that the Cominform is becoming dis-

couraged over the Greek situation.
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'GENERAL

1. Estimated effects of US aid for scuthwest Chim group--In S-S
response to a Department of State query regarding the mili-
tary requirements and potentialities of the Natiopalist group -
in southwest China headed by L.i Tsung-jen and Pai Chung-
hsi, US Embassy Nanking has replied that the military capabi-
lities of this group to organize and continue resistance against

- the Communists must be considered limited, The Embassy
considers that the forces of Pal and Li, if given sufficient US .
assistance, could maintain themselves against superior Com-
munist strength for a maximum period of one year, but that
the Communists are capable of cutting off Pai's aceess to
coastal ports, thus making an airlist the only channel of supply
for these forces. '

: " The Embassy points out that the considerations favor-
ing a US plan to bolster this group include: (a) the southward
sweep of Communism would be obstructed by continued resist-
ance in southwest China, even i only for a year, which would
glve Southeast Asiza more time to strengthen defenses; and
(b) effective defense of the southwest would encourage potential
resistance groups within the Communist areas of China and
generally weaken Communist authority. The Embassy includes
among unfavorable considerations that: (2) an openly hostile
attitude by the US toward the Communists would unquestionably
prevent the establishment of diplomatic relations with the new
government of China for some years to come; (b) rencwed mili-
fary aid to the Nationalists would mean the rapid extinction of
all American interests in Communist China; and {c¢) such action
probably would strengthen rather than weaken Chinese Commu-
nist ties with Moscow. The Embassy concludes that even by
the most optimistic estimate of the benefits to be derived from
maintaining Nationalist resistance for a year, the adverse effects
would cutweigh the advantages. '
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2. Possible E:reaki.n ﬂan relai:ions with Tito--US Embassy

will shortly break off diplomatic relations with Yugoslavia
The British minister in Sofia has observed that suck 2 move
weould be undertaken as part of a general Cominform plan.

(CIA Comment: CIA believes that aithough the present
rapid deterioration of Cominform-¥Yugosliav relations makes
such a Bulgarian move likely, it is probable that some Comin-
form diplomatic representation with Yugosiavia would be re-
tained ia any event in order to provide the Kremlin with con-
tinuing channels of mtemgence and subversion within Yugoslavia.)
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" Bruce in Pa

largely springs from the fear that Britisp gaing resulting {;
‘the forthconiing monetary talks may Rmve adverse efﬁects gpon

- 1 SER 1949
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1ite h 08 Represenmtive Reber
in London that the S dees not object to the British proposal
that the deputies suspend the Austrian treaty talks and re-
convene in New York about 21 September. The Department
has instructed Reber that when this suspension is proposed,
the unreasonabie demands of the USSR should be blamed
for the lack of agreement at the talks., Reber is to express
the hope that future negotiations will enable the terms of
the Paris agreement to be carried cut.

Representative Reber has informed the Department
meanwhile that the British are agreeable to the US proposal
of a tripartiie diplomatic approach to Moscow once it has
been decided to reconvene the deputies in New York. Reber

" belioves the French will also accept this suggestion.

pleased by invitation Was%ton talk--US Ambassador S-7s
ris reports umt Premier schuman and the French

Cabinet have been greatly relieved by Secretary of State

Acheson’s recent message inviting the French to consult on

financial and sirategic matters in advance of the forthcoming

US-UK {alks in Washington. According to Bruce, French For-

~ eign Minister Schuman had cancelled his previous plan to be in

Washington during the US-UK discussions because of increasing
British chilliness toward the idea. Bruce considers the French
to be apprehensive that in the Washington talks the British will
rely on ‘‘steategic blackmail’’ to secure gains for the UK at the
expense of the Continent.

(CIA Comment: Cm considers that French apprehe Q

the inﬁensified French price stnbinzation_pmgmm iy
(,_ O GOED TO 1'5 S @
LA Mp'no,

Autls L 7 —’-—l-—“
S BV ._@-—u—-——‘
Dates ‘%\b\—i
e

Approved for Release: 2018/11/19 C06749456



. ’ y © okr ,345
Approved for Release: 2018/11/19 C06749456 :
TOP SEC - - 1081

GENERAL

s
.l

. _, possibly seekmg Berlin reunification--US Political - .

Ser Kiddleberger in Beriin expresses the view that
recent indications suggest the USSR may be oa the verge
of proposing a reunification of Berlin. Riddieberger points
out that unstable conditions in the westera seciors may be
encouraging the Kremlin to think favorable terms can now
be gotten on a Berlin settiement. Riddleberger suggests

~ on the other hand, that hints at a change in Berlin’s status--

2.

all emanating from Soviet souxrces --may merely be attempts
to foster the uneasmess which many west Berliners feel .
about the ecity's fuwxe ' -

'Framh views on Titoroblem-ﬂi‘a Ambassador Bruce

z ; of the French Foreign Office
tha.t Frapce should not take the lead in efforts to deal with
the Tito problem. The Foreign Office believes that the
Kremlin will not for some months have to decide whether
to engage in open warfare and regards the stand of the US
and s willingness to back that stand with the atom bomb

 as the determining factor in that decision, The Foreign

Oﬁiee recommends that the western powers employ

“cauviious and supple tactics’’ during the present period
when the USSR is likely to aitempt to unseat Tito by all
methods short of war,.
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1. NORWAY: Foreign Office concer . ‘ '
WAY: ned with proposed NAP grou -
US Embassy Oslo reports that, in response 1o a proposal ig crét:te '
2 north European blanning group composed of Norway and Den-
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proposes demarche on Austrian treaty--The Department

s in US Reprecsentative Reber in London
to obtain the concurrence of the British and French in a plan
to work toward completion of the Austrian treaty. The
Department proposes that, following the dispatch to Moscow
of parallel diplomatic notes by the western powers, the
three western ambassadors make representations at the -
highest level in Mescow with the purpose of: (2) obtaining
Soviet consent to the reconvention of the deputies in New York
on 22 September; (b) presenting proof to the USSR that agree-
ment has been prevented by the Soviet demands which go
beyond the principles decided upon at Paris; and (c¢) putting
the decision to conclude a reasonable treaty clearly up to the
USSR. The Department believes it should be emphasized that
the western powers have made their maximum concessions
- and that conclusion of 2 treaty in line with the Moscow declara-
tion and the Paris agreement requires a modmcation of the
Soviet posttion.
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ltaly asks US action in Trieste situation--US Ambassador  6/A- S -
unn in Rome has received from kkalian Foreign Minister '
Sforza a memorandum calling attention to the “‘seriocusly

worsening situation’’ in the Yugoslav Zone in Trieste and
expressing confidence that the US will take corrective

action in the sitwation. The memorandum describes

“‘systematic violations of authority’’ by Yugoslav officials

and cites instances of religicus persecution, expulsion of

Italians from their homes, arbitrary arrests, and virtual
prohibition of interzonal traffic. Sicrza informed Dunn

that if Yugeslav policy is not changed, he will feel obliged

to dispatch a note to the four powers which negotinted the
Italian peace treaty, 2 move which he would make reluc- \

. tantly because of its possible effect on international rela-

tions with the USSR. Dunn indicates that Sforza is glving
this memorandum to the UK and France as well.

NEAR EAST-AFRICA

. ISRAEL: Government re%ortedﬂg planning mové to Jerusalem-- C/A- EoNF

The US delegation to the Palestine Tonciliation C ommission
(PCC) in Lausanne transmits & repovt from the PCC repre-
sentative in Jerusalem that the Israelis intend to move all
their ministries to Jerusalem and establish the government
there before the fall session of the General Assembly. The.
US delegation believes that if the Israells take this step, the
possibility of reaching an Israeli-Arab medus vivendi, based
on findings of the Economic Survey Group, will be gravely

- endangered.
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1. US views concernin role of Trieste in Tito sitvation--

The Department tate has Informed US representatives
in Trieste of its preliminary views concerning the future

of Trieste in relation to the current Soviet-Yugoslav dis-
pute. Concerning the possible effect upon Trieste of a swift
collapse of the Tito regime, the Department indicates its -
present estimate to e that even if he is attacked Tito will
probably be capable of prolonged resistance in substantial
areas of Yugeslavia, The Department declares that the US
kas no intention of abandoning its support for the eventual
return of all the Free Territory of Trieste to Raly, even

" if 2 Cominform regime is established in Yugosiavia. The

Department indicates that tentative consideration is being
given the possibility that the Yugoslav attitude may eventually
make possible the establishment of a2 joint US-British-Yugo-
slav board to consider common problems in the administra-
tion of Trieste. The Department advises the representatives
that in general the US considers the initiative for solution of
problems in Trleste should come from Yugoslavia.,
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1. india rejects accepts UNCIP proposal--Prime $-75
Malster Nel . [ President Truman that India ~ §/2- ¥

cannot accept the Kashmir arbitration proposal as pres-
ented by the UN Commisston for India and Pakistan (ONCIP).
The Secretary General of India’s External Affairs Ministry,
however, has expressed the personal opinion to US Ambas-
sador Henderson that the door is still open to arbitration,
although he considers no good purpose could be served by
further attempts at arbitration under the auspices of UNCIP,
Meanwhile, Prime Minister Liaquat Al Khan has informed
President Truman of Pakistan’s acceptance of the UNCIP
arbitration proposal. .

2. US view on Yugoslav-Italian situation in Trieste--The csA - 5
Department az"f State has instructed US Embassy Belgrade
to express to the Yugoslav Foreign Office the gratification
of the US that the Yugoslav Government is taking. active
steps to investigate reports of recent oppressive actions

against Italians by Yugoslav military officials within the

Yugosiav Zone. The Embassy is to point out that because

of the gravity with which these reports are viewed in Iialy,

the Italian Government has found it difficult to go further
in its efforts to establish cordial relations with Yugoslavia.

The Embassy is to urge that the Yugoslav Government find

it possible and desirable, in the light of its own investiga-

tion, to take corrective measures as soon as possible.
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USSR wants Rumanian troops moved from Yugo border-- ARMmy - S

U§ service atiaches in mest fransmit a report from

a ‘‘completely reliable’’ source that the USSR has asked

the Rumanian Minister of National Defense to evacuate all
Rumanian troops from the Banat, a Rumanian province
adfacent to Yugoslavia. In surveytng possible implications

of this action, the attaches indicate they consider it * ‘possible”’

that: (a) Soviet forces require use of the area for maneuvers; : ‘
or (b) the Kremlin wants to concentrate Soviet troops in the .
area as an ecouragement for internal revolt in Yugoslavia.

(CIA Comment: CIA believes that the Kremlin intends _ |
to move Soviet replacements into this area in order to further » o

the war of nerves against Tito.)

NEAR EAST-AFRICA

ISRAEL Plan to move ministries to Jerusalem denied-- @/R - ConF
The Israell Foreign Okice has infor [éa ﬁ§ Charge Ford

in Tel Aviv that rumors indicating Israel’s intent to move

all government ministries to Jerusalem either prior to or

following the fall session of the General Assembly are

“‘utterly without foundation.”’

IRAN: Return of Sovtet-kldnaed Iranian soldters demanded-- C/R-CoNF

Attache in Tehran tiat the Iranian Government has set a
15 September deadline for the return of the fifieen Iranian
soldiers recently kidnapped by Soviet troops and held as

_hostages for three Soviet soldiers who escaped to Iran. Accord-
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ing to the Minister of War, the Iranian Foreign Minister has
informed the Soviet Embassy in Tehran that unless the deadline
is met, Iran will close both the Soviet cultural relations soclety
and the Soviet hospital in Tehran and will transmit 2 dossier
to the UN on Soviet-Iranian border incidents. The Soviet Attacke
reportedly indicated that the Iranian soldiers wculd be returned

‘as requested

INDIA Possib!lity of broader approach te Kashmir question--~
US Ambassador Penderson reports that tke British Sigh Com-
missioner has impressed upon Prime Minister Nehiu the
necessity for making some ‘‘constructive suggestions’ regard-
ing the Kashmir problem now that he bas rejected the arbitratio
proposal of the UN Commissicn for India and Pakistan. Nehsu
reportedly agreed that he could not take a negative attitude on

the matter and indicated that on two cther issues currently
distorbing India -Pakistan relations --the refugee property
question and the dispute over the use of the Punjab Canal water--
he would probably accept arbxtration Henderson suggests that
Nekru’s ‘‘present trend of thought'’ may create possibilities

for joint US-British cooperation toward setilement of the Kashmir
question and points out that simultanecus consideration of the
Kashmir dispute, the refugee property issue, and the water rights
question might be useful.
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1. Western commndants to shift tactics in Berlin-—ﬂ.ccordmg e/A- S
Yo US Political Adviser Riddieberger, the US and French
commandants in Berlin have agreed to the suggestion of
the British commandant that the three western representa-
.tives should adopt a ‘“‘more receptive attitude’’ toward Soviet
proposals in quadripartite meetings. The western com-
mandants reportedly will try to go further than before to
meet Soviet suggestions for bringing together German techni-
- cal experts from both sides of the city but they will not grant .
even indirect recognition to the illegal Soviet Magistrat. The
western commandants indicate that although they see little ’
. chance that this change of tactics will result in normalization
- of Berlin life, they want to present “‘as good a record of
endeavor’’ as possible to any new meeting of the Council of
Foreign Ministers; the military officials express the view
that western commandants have formerly been too prone to
reject Soviet proposals on procedural grounds. :

{CIA Comment: CIA agrees there is little chance .
that Berlin life can really be normalized as a result of local
discussions with the Soviet commandant, CIA believes that
if the western commandants convene German experts from
both sides of the city, the apprehension and pessimism of
west Berliners over Allied policy in Berlin will be increased.)
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1. Vishinsky to be Soviet representative at GA --Soviet . 5-TS
Foreign Minister Vishinsky has told US Ambassador '
Kirk that a last minute decision was taken to send him , 7
to New York as head of the Soviet delegation to the UN

General Assembly. Kirk suggests that the change in

Soviet plans may have been caused by the current -

impasse in Austrian treaty negotiations and expresses

his suspicion that the Kremlin is interested in a Coun-

cil of Foreign Ministers meeting during the coming GA

session. Kirk forther reports that during an informal

conversation Vishinsky expressed the hope that the

session would be productive, perhaps effecting an ex-

tension of the Paris CFM meeting, and remarked that

he would welcome some private talks because ‘‘diplomacy

cannot be conducted under floodlights.”

' {CIA Comment: CIA believes that the USSR may
have sent a top-level delegation not only in anticipation
of a2 poseible CFM meeting but also for dealing with the
Greek problem. The Kremlin may also wish to be pre-
pared for the possible raising of the Tito dﬁspum during

- the GA sessﬁon.) :

-

Document Fo. 0 k L

" NO CHANGE in Class. -:ﬁ'
SRR ' [] DECLASSIFIED :
. Class. CHANGED TO: T8 8
DDA Mswo, 4 Apr 77 q
Auth: _DDA REG, 77/1783 -

Date: lh”' ﬂ _ By: m___

Approved for Release: 2018/11/19 C06749456



15 SEP 1949
1031

Approved for Release 2018/1 1/19 C06749456

| GENERAL

- 1. MeCloy favors cessation of German dismantliing--US ¢rA- 3

High Commissioner NicCloy In Franikiurt believes that .

the western powers should immediately announce the
cessation of 2]l dismantling except war plants, possibly
making such cessation conditional on speedy German
acceptance of the Ruhr agreement. McCloy expresses

his opinion that dismantling has little value to the US and
kas a ‘“great abrasive effect’”’ on the Germans, whereas
abandonment of the process might give solid support to

the new German Republic and provide a ‘‘breathing spell
of cocperation.”’ McCloy poinis out that many aspects of
dismantling are economically incongruous: ke 2lso ex-
presses the conviction that present agitation against dis-

mantling is not inspired by former Naszi eléments. . -

(CIA Comment: CIA comsiders that although a
cessation of the present dismantling program would 3ome-
what improve the prestige of the Bonn Government, such
action would probably not increase Cerman cooperatiom
with the western powers.)

FAR EAST
2. CHINA: Chiang to suspend support of Canton Government-- NAYY- TS
2 stant US Naval Atiache in Canton,

Acting Presﬁdent Li Tsmgwjen bas recelved notification
" from Chiang Kai-shek that all funds coming from Taiwan

for support of the Canton Government would cease on

1 October, Ld indicated that the cutting off of funds from

Taiwan would cause the collapse of the mainiand Govern-

ment. Li told the Assistant NA that Chiang has again been

intervening in direct military command recently and cites
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Chiang s withdrawal of air suppott from Pai Chung-hsi -
and the removal to Taiwan of vitally-needed ammunition
and bomb reserves in the Canton area. The Asgistant
NA comments that although Li did not make threats or
demand US aid, he cbviously considers immediate financial
or military atd ‘“in whatever amount’’ the only hope for
saving the present Government from the Chinese Commu-
nists and freeing it of Chaing.

(Cia Comment: Although Li may have over-
emphasized his own predicament in an effort to obtain
direct US aid, Chiang’s continued refusal to relinguish
funds or stockpued materiel on Taiwan indicates that
Chiang is leaving the Canton Government and the antl-
. Communist mainland forces to their own resources. )
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EUROPE

1. FRANCE: Pro-Tito grmgs reported breaking with Communists-- e/p.s
US Embassy s ned from a truswworthy source ,

pro-Tito splinter groups in Paris are beginning to break away
from the Communist Party. According to the same source, the
Yugoslav Embassy in Paris has become very active in promoting
leftist heresy among the working class. The US Embassy
attaches considerable importance to these reports because it
fecls that even though these groups do not as yet have any parti-
cular program or organization, the spread of Titcism among

- workers would constitute a serious threat to the French Com-
munist Party
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1. Greek fears over coming GA session--US Ambassador
Grady reports that, as the General Assembly session
approaches, the Greeks are beginning to fear that they
have much to lose and little to gain. They are particularly
anxzious lest any formal conciliation talks sponsored by
~ the Big Four result in a compromise which: (a) might
provide an opportunity for the USSR to intervene in such
Greek internal affairs as elections and the treatment of
the guerrillas; and (b) thus enable the USSR to continue,
through political means, to promote unrest and disorder
that would require the expenditure of US aid largely for
non-productive purposes. Grady feels that any consulta-
tions between Greece and its northern neighbors should-
therefore be under UN rather than Big Four auspices,
. unless there are concrete indications of a change in the
j Soviet attitude. Grady also urges that the US concentrate

its efforts on the heart of the probiem, mamely Albania
and Bulgaria, and endeavor to secure strong GA recom-
mendations which would provide some hope of at least
interfering with the return of the guerrillas to Greece

from those countries.
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1. Austrian treaty talks to resume in New York--US Ambas-

sador Kirk in Moscow reports that Acting Foreign Minister

. Gromyko has agreed to the resumption of the Austrian
treaty negotiations in New York on 22 September. Accord-

~ ing to Kirk, Gromyko was not surprised when the three
western ambassadors approached him jointly, and he
.immediately accepted the proposal for the meetings of
the deputies. Kirk describes the interview as ‘‘amicable’
and reports that Gromyko expressed the hope that remain-
ing unagreed itoms on the Austrian treaty might be settled

in New York. -

2. Italian Government reportedly threatened by NAP issue-- . §-TS
iGallan Premier De Gasper] has Informed US A mbassador '
‘Dunn that a breakup of the Cabinet has been threatened on.
" the issus of Italian representation on the regional commitiees
. of the North Atlantic Pact organization. De Gasperi main-
'tains that because of the sirong feelings of the Socizlists and
Liberals in the Government, he does not see how anything can
be done if acceptance is not given the Cabinet’s minimum
formula, which provides for italian representation on a mili- :
tary coordination committee in order to assure the cooperation -

of the regionzal Atiantic Pact groups. : .

(CIA Comment: CIA believes that Premier De Gasperi
is exaggerating the threat to the coalition for bargaining
purposes and considers that this issue alone is not likely to
lead to the breakup of the Government. However, CIA estimates’
that this issue, if combined with unfavorable decisions on the
former Italian colonies and on ECA aid, might bring some
Cabinet changes.) . .

SR e _ .
2y
' Document No. _0.-%—

=1~ 9 caaiGe in Classe [ . .
| '{] DECTASSIFIED
Cloes CHANGED T0s T8 8
DDA Memo, 4 Apr 77 O
. DDA REG. 77/1763

Approved for Release: 2018/11/19 C06749456



1.

20 SEp 1949
1095

Approved for Relé-age: 2018/11/19 C06749456
' T

GENERAL

oint administrative board favored for Trieste--US Embassy =~ - TS
ome comments 1avorably on the Department of State’s

suggestion concorning the creation of a joint US-British-

Yugoslav administrative board for both zones of the Free

Territory of Trieste, Expressing the view that Ialian parti-

cipation in such a board would seem to be essential, the

Embassy cbserves that a joint board could not go beyond

consultation because it would not be based on a specific

treaty provision. The Embassy further remarks that such

a board would suggest a reversal of the trend toward rigid '

separation of the two zones, which has alarmed the Italians, ‘

and would provide Italy and Yugoslavia with a potential means

of discussing a final seitlement of their differences. -

S ¢ ocerned by Israeli reaction to inrnatilization plap-- ¢/R-3S
The Department of Sute has expressed to US Embassy Tel Aviv

" it8 concern over israel’s reaction to the proposals of the Pales-

tine Conciliation Commission (PCC) for a permanent inter-

natiopal regime in Jerusalem. The Department, observing that -

the Israelis have apparently rejected these proposals without :
giving them thorcugh consideration, instructs the Embassy to -
point out to the st-aeli Foreign Office that the PCC plan repre-

sents the Commission’s considered views on the most practical

approach to the problem of internationalizing Jerusalem. The

Department expresses the hope that whatsver cbjections the :
Israell Government has will be presented to the General Assembly
in a conciliatory sptrit
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1. Yoslavia seeks Security Cmnt--Tne US deiegation e/A-S
. {he UN reports mat zugoslay rep?esenmtwes have ap- S
proached a number of delegations, including the US, seeking

suppert for election to the Security Council. Accoxdﬂng to

the U3 reprecentatives, the immediate respoase of other.

delegations {o this overture was mized, but a general trend

toward favoring the Yugoslave appsars 10 be forming.

(CIA Comment: CIA estimates that despite the
propaganda advantages resulting from 2 General Assembly
election of Yugoslavia as successor to the Ukraine in the
SC, such action would not improve the US position vis-a-vis
the USSR in the UN and would diminish chances for Soviet
cooperation uurmg the present General Assembly session.)

. o ing a/A~- S
.U“ Emhassv New Daih f'.w. high Indian ofticial '
that India’s attitude toward establishing relations with new
z'egimes in Chira and Indochina will be , determined primarily
by the internal situation rainer than the Communist issue.

' The official expressed the belief that India would in due :
course have {0 recognize the authority of the Chinese Com- i
munis{ government-~which he undersiands will be proclaimed -
in early October --bacause not to do so would strengthen the -

Chinese Communists who insist that the now regime cooperate
only with the USSR, Concerning the Bao Dai-Ho Chi Minh
rivalry in Indochina, the official implied that India’a attitude
will be determined more by the degree of genuine popular
support each possesses than by evidence that Ho Chi Mink

is a Soviet puppet.
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3. UNITED KINGDOM: Political of devaluation-- e/R- s
US Embassy London comments that devaluation of the '
pound has beéen well received in most responsible British
quarters except the trade unions, explaining that labor
leaders fear they will not be able to restrain new wage
demands as a result of the higher cost of living. The

- Embassy estimates that the cost of living will increase
by some §% in the next 8ix months and that general
pressure for higher wages will not become serious be-
fore next spring. The Embassy considers that devalua-
tion has increased the odds in favor of a fall election but
points cut that Labor Party leaders are at present divided
on the question. According to the Embassy, if the “overn-
ment does noi receive a new mandate this fall, it will
have a ‘‘very rough time’’ during the next six months try-
ing to impose the unpopular decisions which are necessary
if Britain is {o benefit fully from devaluation.
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. 1he Depa) 2 ; €  delegati
to the UN to vote for Yugoslavia as successor to the Ukraine
in the Security Council so long as there is a. strong sentiment
in the General Assembly favoring Yugoslavia's election. The
Department adds that if a GA majority does not favor Yugo-
slavia, the US delegation should vole for the Eastern European
state which receives Soviet support. The Department indicates
that this position is based in part on the fact that US relations
with Yugoslavia would be injured if the Yugoslavs knew that
their candidacy was not supported by the US. The Department
believes, however, that it is of utmost importance to avoid:
any impression that the US is sponsoring or is a prime mover
in promoting Yugoslavia’'s election to the SC.
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. EUROPE
YUGOSLAVIA: Tito confident of Yugoslay stability-- S-5
Marshal Tito has told US A mbassador Cannon In 2 recent 5-5

conversation that he is confident of the continued loyalty
of the Yugosiav people to his Government. Tito admitted
to Cannon that some minor sabotage had occurred in Yugo-

- slavia but asserted his confidence in the Goverament’s
- ability to keep it under control. Ceoncerning frontier

incidents, Tito declared ‘‘we shall get every one who comes
over, but we won’t go into reprisal operations; they may
&ry to make us break relations, but we won’t take that step
efther.’”’ Cannon reports that Tito’s ‘“‘chief concern” is
that the Greek Government may take precipitate action
against Albania, thus creating ‘‘a most difficult’’ situation
for Yugoslavia, Tito urged Cannon that the Greeks be told
to leave Albaniz alone, ' . -

“Document No. _070 '

NO CHANGE in Class. [} = - 4

[ DECLASSIFIED T
Class. CHANGED TO: TS S

DDA Memo, 4 Apr 77

Auth: DDA R:G. 77/1763

» P Date:lbh’)‘ By;Ol)

Approved for Release: 2018/11/19 C06749456



24703 Approveq for Release: 2018/11/19 C0674.9456

GENERAL
1. Queuille fearful COncerninthis Government’s position-

Premier Queuille has informed US Ambassador Bruce

& VLM 1J4Y

1033

that his Government’s position is less favorable at present
than it was even during the crucial period of 2 year ago:
Quedille indicated that besides the immediate difficulties

of the 1950 budget and French worker demands for increased
wages, the present Government bas greatly lost prestige

because of ‘‘political considerations of an internatioral

character.”’ Queuille reportedly cited three ‘‘major inci-

dents’’ which bad caused questioning and bitterness in
" France: (a) the division of ECA aid, which he believes

made the UK ‘‘the most favored nation’’; (b) the devalua-
t{ion of the British pound, which he feels was handled in
such a way as to demonstrate a ‘‘complete lack of loyalty”’
to the continental countries: and (c) recent US moves con-
cerning ‘‘drastic devaluation’’ of the German mark, which
he regards as ‘‘obviousiy both to the advantage of Germany
and the disadvaniage of France,”” The Premier deciared
that he cannot rely on maintaining his Government in power

if France is subjected to further disappointments and s

hocks.

Bruce comments that Queuille unquestionably regards the
situation as being of the utmost seriousness for France

and for the position of his Government.

2. British laber reaction to pound devaluati on--US Embassy

London reports that < notable features’’ of the recent

meeting of the General Council of the British Trade Union
Congress, which postponed the decision to endorse the de-
valuation of the pound, were: {a) a tendency to blame the

US for Britain’s difficulties; and (b) the absence of confi-

dence in US econromic policies. According to the Emba

ssy,
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some Councili members strongly pressed the view that the
UK should abandon the objeciive of multilateral trade and
seeck to create a trading area independent of dollars, The
Embassy expresses the opinion that devaluation may repre-

" sent the last attempt that a considerable number of the

British people would be willing to make in cooperation with
‘the US to resolve the problem of unbalance between the
dollar and non-dollar world. ' '

. Removal of Berlin from SC agenda not favored--US High
Commissioner McCloy in Frankfurt, in commenting on the
possible removal of the Berlin issue from the UN Security
Council agenda, points out that the USSR has not lived up to.

‘{ts agreements concerning Berlin and that a ‘‘critical situa-
tion’’ exists regarding the payment of western railway workers
in West marks. McCloy indicates that the western powers may
soon be foreed to take definite action to relieve the railway
workers and expresses the view that such action, coming

simultancously with the removal of the Berlin issue from the
SC agenda, could be ‘‘most embarrassing’’ to the western

- powers. He therefore requests that a thorough check of the
Berlin situation be made before removal of the issue from
the agenda is undertaken and stresses that the US should not

‘be “‘under any illusions that the situation in Berlin is now
normalized.’ ' ' _ |
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1. French atﬁde on German deluation--US High Com- s-Ts$

' missioner McCloy in Ber} that the French Gov-
ernment has rejected his proposals on devaluation of the
German mark., McCloy adds that it is the impression of
the French High Commissioner that the French Govern-
ment desires to take the issue of devaluation out of the
hands of the High Commission. MecCloy expresses the.
view that it would constitute a ‘‘disaster of the first order”
to the administration of Germany if the High Commission
on its first test were forced to refer the matter back to
the three governments.

~ . EUROPE

-2, YUGOSLAVIA: Cannon favors Yugoslav SC membership-- c/AR-S
US Ambassador Cannon reports & he Is inclined to' ﬁvor

" Yugoslav membership in the Security Council.  Cannon
points out that US support for Yugoslavia might adversely
affect US-USSR working relationships, but he considers

_ it likely that Yugoslav membership in the S8C would contri-
bute to the healthy development of the UN as a truiy repre-
sentative body. Cannon emphasizes that despite the Yugo-
slav-Kremlin quarrel, Yugoslavia is still a “‘Communist,
Eastern European and Slavic'’ nation and thus its electton
to the SC would be consistent with the existing principle.
of geographic and political representation. -According to
Canfion, a US attempt to exclude Yugoslavia would smack
suspiciously of power politics and would help maintain the
rigidity of two political blocs. Cannon concludes that
although Yugoslavia could scarcely be expected to follow
the West out of spite to the Eremlin, the middle -of -the-road
policy it may follow in the UN would be a salutary influence.
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1. French reject German mai'k devaluation proposal--US
ommissioner McCloy reports irom s that the

“‘nervous’’ French political situation was an important

factor in the French Government’s refusal to agree to
a 20% devaluation of the German mark. According to
McCloy, the French are insisting that agreement be
-reached simultaneously on German devaluation and on
the establishment, not later than 1 January 1950, of
parity between German domestic and export prices,
especially for coal. McCloy, on the other hand, con- -
siders it impractical and unwise to attempt to remeagy
the consequences of 2 new mark rate before the results
of German devaluation are known. McCloy recommends
that the High Commission proceed with a 20% devalua-
tion of the mark, even without French concurrence; he
points out, however, that if the French then appeal the
action of the High Commission, the resuilts in Germany
- would be most unfortunate, if not disastrous.

FAR EAST

inkiang goes over to Chinese Communists -~
The US Vice Consul in Tihwa bas been ofiicially
that the government of the northwest border province of

27 SEP1949

nformed

Sinkiang on 26 September severed all connections with the

Canton Government and accepted the authority of the
Chinese Communists in Peiping. According to the Vice
‘Consul, the question ¢f whenr Chinese Communist troops
will enter Sinkiang has not yet been settled. :
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1. YK -France favor Austrian treag on Soviet terms--The es”A-S

British and French representatives at the Austrian treaty
talks in New York have taken the line with US Representa-
tive Reber that the conclusion of an Austrian treaty at the
present time, even on Soviet terms, is better than no
treaty at all. The British-French view is that if negotia-

- tlons break down now, the treaty will be indefinitely post-
poned and the Soviet occupation prolonged, a development
which will more effectively wreck the Austrian economy
than will the treaty terms which the USSR now demands, -
The three representatives agreed, after Reber had pointed
out that the US approach to the question is basically differ-
ent from the British and French, to refer the matter to their
respective foreign ministers in ox'der to determine 2 common
approach for the next meeting.

US views on Ausirian treaty-~The Department of State
~ _has advised Secretary Acheson in New York that present
Britizh and French views regarding the Austrian treaty raise
seriocus questions regarding the whole western position toward
the treaty. The Department believes it should be strongly
pressed upon Bevin and Schuman that any further concessions
to Soviet demands would endanger the basic US cbjective of
" creating an Austrian state capable of mdependent existence.
The Department believes that Vishinsky's present position
~ indicates that the USSR does not at this time want a treaty
which would require military withdrawal from Austria, Hun-
gary, and Rumania, except on terms which would permit sub-
sequent Soviet repossession of all Austria, The Department
stresses that to yield to Soviet demands following the atomic
annocuncement would have more serious repercussions in
Europe generally than failure to conclude an Austrian treaty
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. The Department declares it could not ask the US Senate

to ratify a treaty involving greatly increased US atd to

an Austria which wouid at best constitute a deﬂnite secur-
lty risk.

| 'unwavertng supportto the Yugoslav candidacy for the UN
Security Council, inasmuch as ‘‘the promotion of Titoism,
and nationausm everywhere, will advance US interests

generally.” Expressing the view tiat the Yugoslav candidacy |

reflects Yugoslavia 8 firm intention to stand on its own feet
in international affairs, the Embassy argues that there 18 no
need for the US to bend over backward to avold ozfending
Soviet sensibiiities in the matter,
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1. Views of four foreign ministers on Austrian treaty-- ' e/a-s
A ccording t0 the US delegation at the Austrian trea ‘ e/A-3

talks in New York, Soviet Foreign Minister Vishinsky
revealed no change in the Soviet position concerning the
treaty in an informal meeting with foreign ministers
Acheson, Bevin, and Schuman, Secrefary Acheson has
‘advised the Depariment of State that the meeting with -
Vishinsky was held in order to review the entire range
of unagreed issues on the Austrian question, thus ena-
bling the western ministers to determine on what points,
if any, they might offer o bargain. The Secreiary indi-
cates that at an earlier meeting of the western ministers
Bevin again made 2 plea for the early conclusion of a
treaty, which he believes should not be keld up by the
present points of disagreement. Schuman, while agree-
ing with Bevin concerning the urgency of a treaty, is not
prepared at present to agree to all the Soviet demands.
The Secretary expressed the view that the USSR is press-
ing the western powers as far as possible for the purpose
- of weakening Austria and eventually establishing a perma-
 nent hold through control of the Austrian economy. :

2. Spaak recards British devaluation as divisive step--US
E mbassy %masels Transmiis an account of a coniidential
interview with ex-Premier Spaak by two US newspaper.
correspondents in which Spaak described the ‘“‘precipitant
British devaluation’’ as a disastrcus step that will empha -
gize the divisive forces in Europe. Spaak is reported to be
very dubious that devaluation will achieve its goal of parrow-
ing the European dollar deficit because he does not believe
Europe can produce sufficient extra goods for sale in doilars
to reduce the present deficit. Spaak’s general attitude was
reportedly one of genuine gloom, aithough he ‘‘wryly’’
admitted that “‘an ex-Prime Minister is by nature inclined

to be critical.” o b/ -
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probably soon make lmpomnt policy decisions concerning
the British attitude toward the unification of Europe, High
Foreign Oifice officials have indicated that the key questions”
in determining the British position are: (a) how far the UK -
is willing to restrict its freedom of action and impair rela-
tionships with the Commonwealth; and (b) how far the US
actually wants the UK to go in involving itself irrevocably -
on the Continent. The officials declared that there is no
thought of altering British military obligations under the
Brussels Treaty but that the UK has no intention of stipulat-

" ing in advance the number of troops it would commit to a
given area. .

) 2. Estimated effect of atom developments on Soviet aims-- $-7s
US Embassy Moscow, in ﬁ a teniative comment on -
the probable effect on Soviet policy of recent developments

' concerning the atom bomb, expresses the view that the
basic US estimates cuncerning Soviet intentions need not
be altered. The Embassy considers that even though the
unanticipated Soviet progress in the atomic field might
advance the date on which the Kremlin would be prepared
to begin hostilities, this date would by no means be in the
near future, The Embassy estimates, however, that the

- Kremlin will consider its hand strengthened in current
foreign relations, will be inclined toward increased ﬁrm— _
ness in negotiations, and will try to exploit popular fear ’
throughout the world. Concerning the problems of atomic
energy control, the Embassy believes that the USSR will try
to stampede the West into acceptance of the Soviet proposal.
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bty --According e/A-5
: 3 delepgati he £ an treaty talks in New York,

the foreign ministers of the three westem powers have ageed

that British Foreign Secretary Bevin will approach Foreign '

Minister Vishinsky informally to ascertain whether the Soviet

stand on the treaty is as inflexible as it now appears to be,

Bevin will reportedly attempt to learn whether the USSR

really wants a treaty at this time and what the minimum

Soviet position is. .Bevin has submitted to the US and French . -

delegations a set of proposals on the outstanding issues which

could be used as a basis for & comprehensive seitlement, but

he wiil not commit the western powers in his talk with

Vishinsky.
4. Chinese Nationalist-Korean military negotiations --US s-75

Ambassador Muccio at Seoul verifies the recent persistent
rumors concerning Chinese Nationalist negotiations for
Korean base privileges in exchange for arms aid to Presi-

" dent Rhee’s Government. Muccio reports that the initiative
in these negotiations, which began during the Chiang-Rhee
conference in late August, has been wholly Chinese, and
the Korean Government has been reluctant to commit itself
to any agreement which would risk involvement in the Chinese
civil war. According to Muccio, the Chinese wanted Korean
bases for carrying out the Nationalist air and sea blockade

" of the north China coast as well as permission to establish
intelligence installations in Korea; they were unwilling to
assure Chinese naval assistance in the event of war with the
northern Korean regime, offering only a Chinese fighter-
bomber group. Rhee is reportedly seeking 2 means of terminat-
ing the discussions and has assured US Embassy Seoul that no
concessions will be made. _
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